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T hese two 


Summa 15 


A simple hand-operated sterling/ 
decimal adding machine, its price 
is well within the reach of busi- 
nesses which previously could 
not afford mechanised help. 
Capacity 10 columns entering, 11 
totalling. Addition, subtraction, 
credit balance, sub-total and 
grand total. 


€lettrosumma 22 


The all-electric Elettrosumma 22 
is the fastest adding listing 
machine yet produced. Figures 
are entered in the same order as 
when written by hand. Capacity 
12,13 columns. Works in sterling 
or whole numbers. Multiplication 
by rapid repeat addition. 


British Olivetti Ltd 
30 Berkeley Square - London W1 


SALES OFFICES 

London: 32 Worship Street, EC2 
Birmingham: !4 Waterloo St, Birmingham2 
Glasgow: //5/207 Summerlee St, E3 
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ADDING TO THE STAFF 


It has long been obvious that greater use of adding 
listing machines can increase the work output in 
offices large and small. 

Compare the utter simplicity of the keyboards of the 
Summa 15 and Elettrosumma 22 with any traditionally- 
designed multi-key keyboard machine and you will find 
that Olivetti designers have improved the range of 
usefulness of adding listing machines in the office 
while providing greater speed and output at a markedly 
lower total operational cost. Specially trained opera- 
tors are not needed. 
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streamline the coffee-break 





NESCAFE gives you 


BETTER COFFEE 
in LESS TIME 
at LOWER COST 
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very cup of Nescafé is a cup of real coffee—perfectly made! 
But that is not the only reason why it is ideal for the coffee- 
break. 

No skill is needed to make good coffee with Nescafé. 

No waiting for coffee to brew—Nescafé makes coffee instantly. 
Nescafé can be made right in the cup, in a jug, any urn or most 
machines. 

When you change to Nescafé the coffee-break runs smoothly, 
more quickly, everyone is pleased, everyone works the better 
after stimulating, refreshing Nescafe. 
Firms large and small are finding Nescafé 
EASILY THE BEST COFFEE 


—and certainly the most economical 


Nescafé comes ina tin suitable for everyone 


SMALL. MEDIUM, HANDY and LARGE 
Vescafe ¢: a registered trade mark to desiqnate Nestle’s instant coffee. 


Many organisations will be interested in the special catering pack ; 
please write for details to Sales Division (Catering Dept.), ‘The 
Nestlé Company Ltd., St. George’s Hse., Wood St., London, E.C.2 
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A Financial Notebook 











Portent from America ? 
THE spectacular rise in the American 
Treasury bill rate in the fourth week 
of August—from 3.417 per cent to 
3.824 per cent, its highest since 1933 
sent a shudder of apprehension 
through the gilt-edged market in 
London. The rise followed the sur- 
prising decision of the House of 
Representatives (discussed in our 
American Review on page 558) to 
defer until the next session legislation 
to alter the 4} per cent interest 
ceiling on Government stocks. This 
naturally led to the expectation of 
very heavy pressure on short-term 
rates; a week later the commercial 
banks duly raised their prime lending 
rate trom 4) per cent to 5 per cent. 

So far the Federal Reserve has 
left its re-discount rates unchanged 
at 34 per cent; it would, presumably, 
be reluctant to raise them at a time 
when the nation-wide steel strike is 
threatening to cause serious unem- 
ployment. None the less, a rise in 
the Fed’s rates is now regarded as 
imminent. Inevitably the question 
has been asked whether the Bank 
of England will not have to follow 
suit. 

Despite these questionings the 
Treasury bill rate in London has 
remained steady at just under 33 per 
cent. Sterling, however, has felt 
some of the impact of the rise in 
American money rates, the spot rate 
against the dollar dropping from 


$2.81} in mid-August to around 
$2.80} in the first week of Sep- 
tember. Part of this fall is attribut- 
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able, no doubt, to heavy commercial 
demand for dollars and to expecta- 
tions of an October general election. 
The fact that US money rates are now 
higher than those in London has 
been reflected in the emergence of a 
small discount on the forward dollar. 
In August, none the less, the gold 
reserves rose by $28 millions to 
$3,248 millions, despite the payment 
of $25 millions to EPU creditors and 
of $7 millions to the European Fund. 


Equities Break the Barrier 

The fears that beset the gilt- 
edged market were quickly shrugged 
off by equities, which, encouraged 
by the Conservatives’ showing in 
recent public opinion polls, scaled 
new peaks almost continuously 
throughout August. At the end of 
the month the Financial Times index 
reached 258.7 (July 1, 1935=—100) 
—a rise of more than 9 per cent on 
the month. 

This unseasonal strength carried 
the average yield on the thirty stocks 
in the index below the yield on 
24 per cent Consols for the first 
time. The significance of this event 
is purely psychological: equities had 
for some time previously been on a 
lower yield basis than all other un- 
dated gilt-edged stocks. None the 
less, it is a notable landmark in 
stock exchange history and one that 
has excited a good deal of specula- 
tion—of both sorts. 

The stockmarket has been able 
to find an economic rationale of its 
exuberance in the rising trend of 











industrial production. The Central 
Statistical Office has estimated its 
index for July at 111-112 (1954=— 100), 
compared with revised figures of 
110 for June and 109 for the three 
preceding months. Statistically, at 
least, there is now no doubt that re- 
expansion is well under way. 


Exhortation Again ? 


So far, moreover, the rise in out- 
put has not led to a corresponding 
increase in employment or in wage 
rates. There has, that is to say, been 
a fall in unit production costs in 
many industries. ‘This has recently 
led ministers and economic coun- 
sellors to urge manufacturers to 
reduce their selling prices. ‘Thus the 
last report of the Cohen Council: 


We lay great stress on the strategic 
importance of seizing the present 
opportunity. We have been glad to 
see that some firms have been showing 
the way in reducing prices as a matter 
of good business . . . we should like 
to see this lead widely followed. We 
recognize that complex considerations 
have entered into the recent move- 
ment towards higher dividends, but 
we should particularly regret if it 
conflicted with price reduction. 


This is, no doubt, a commendable 
sentiment. But in its tone is there 
not a hint of a retreat to the old 
reliance on exhortation? 


Rise in Sterling Balances 


Just over a third of the true rise 
of {74 millions in the gold reserves 
in the second quarter of the year, it 
has now been revealed, was offset 
by an increase in Britain’s liabilities 
to overseas countries. Total over- 
seas holdings of sterling increased 
by £196 millions in the quarter, to 
£4,071 millions, but some [171 
millions of this increase was in the 
balances of international institutions 
and reflected mainly the payment of 
the sterling portion of Britain’s in- 


creased subscription to the Inter- 
national Monetary Fund. ‘The total 
sterling holdings of overseas coun- 
tries rose by £25 millions to £3,362 
millions, their highest level since Sep- 
tember, 1957. Holdings of colonies 
dropped slightly—from £903 mil- 
lions to £893 millions—but those of 
independent sterling countries, for 
some of whom the second quarter is 
the peak earning period, rose by £81 
millions to £1,752 millions. 

The holdings of non-sterling coun- 
tries dropped by £46 millions to 
£717 millions. This was attributable 
mainly to a reduction of £40 millions 
—to {269 millions—in the balances 
of continental countries, which re- 
flected the advance debt payment of 
£224 millions made by Germany in 
June and the conversion of the 
remaining {£374 millions of the Ger- 
man Government’s deposit in Lon- 
don into a special Treasury bond 
(which is not included in the official 
total of overseas sterling holdings). 


Overseas Investment Analysed 


Figures published last month in 
the Radcliffe Report and in the 
Treasury’s Bulletin for Industry give 
the first official estimate of the size 
of the two-way flow of capital, the 
residual of which represents Britain’s 
net long-term investment overseas. 
The net figure has for some time 
past been published in the balance 
of payments white paper; in recent 
years it has averaged rather more 
than £200 millions. The Treasury’s 
figures, which are reproduced in the 
table below, show that in the years 
1952-58 net private investment alone 
averaged £200 millions, the resultant 
of an annual outflow of £330 millions 
and an annual inflow of £130 mil- 
lions. 

The figures published in the Rad- 
cliffe Report have been compiled on 
a rather different basis: loans and 
investments in private concerns by 
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public corporations, such as_ the 
Colonial Development Corporation, 
are classified as public investment in 
the report and not, as in the Treasury 
figures, as private investment. This 
gives an average gross outflow for 
the period 1952-57 some {13 mil- 
lions lower than that estimated by 
the ‘Treasury. 

This difference of definition, how- 
ever, does not materially affect the 
picture presented. As will be seen 
from the table, Britain’s investment 
in the non-sterling world has been 
almost entirely offset by an inflow of 
capital while the flow of investment 
to sterling countries has been largely 
one way and has, indeed, accounted 
for virtually the whole of Britain’s 
net investment abroad. 

The Treasury has also attempted 
to indicate the direction of Britain’s 
investment. Direct investment in 
Canada, including the reinvestment 
of profits, is put at around {45 
millions a year. Allowing some 
£10-£15 millions for normal port- 
folio investment this suggests that 
in recent years Canada has taken 
about a third of Britain’s total invest- 
ment in the Commonwealth, which 
is put at “‘ well over £150 millions 


private capital to the sterling Com- 
monwealth would appear to have 
been around £100 millions out of a 
total net investment in the sterling 
area of £190 millions. It is tempting 
to take the difference between these 
two figures as a measure of Britain’s 
investment in the sterling oil states 
of the Middle East. The distortions 
caused by the * Kuwait Gap” in 
the years before 1958, which cannot 
be eliminated from the figures, make 
such an exercise extremely hazardous, 
though, of course, investment in oil 
must account for a substantial part 
of the difference. 


Credit Expansion Checked 


The expansion of bank credit, 
which carried the total of net de- 
posits up by some £280 millions in 
the two months to mid-July, was 
checked in the five weeks to the mid- 
August make-up. Net deposits fell 
by £7.5 millions to £6,637 millions 
and the seasonally-adjusted index 
compiled by Lloyds Bank slipped 
back 0.2 points to 116.2 (1948 = 100). 
In the same weeks of 1957 and 1958, 
however, net deposits fell by £46 
millions and {£55 millions respec- 
tively. Moreover, this year the fall in 
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a year’’. On this basis the flow of net deposits was associated with a 





UK PRIVATE INVESTMENT OVERSEAS 


(£ millions) 
Annual 
1952 1953 1954 1955 1956 1957 1958 Average 
Rest of Sterling Area 
Outward og a 


-169 -212 -221 -182 -221 -261 -187 -210 

















Inward - - 19 22 + 41 72 31 - 19 -—- 13 + 20 
Net a .. -150 -190 -180 -110 -190 —-280 -—200 -—190 
Non-sterling Area 
Outward oe - - 88 - 77 -110 -140 -210 -140 113 120 
Inward 58 57 70 +120 200 150 123 110 
Net a . - 30 —- 200 - 40 - 20 - 10 10 10 - 10 
All Areas 
Outward 7” .. —-257 -289 -331 -322 -431 - 401 -~-300 —330 
Inward 7” ot 7/7 - 79 ~111 - 192 231 -131 ~110 130 
Net - = -~180 -210 -220 -130 -—200 - 270 -190 —200 
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rise of £15 millions in the paid-up 
capitals of the banks. It is fairly 
safe to assume that the bulk of the 
new money subscribed came from 
deposits at the clearing banks: if the 
total of net deposits were adjusted 
to eliminate this distortion there was 
almost certainly a further small ex- 
pansion of credit during the period. 

Nevertheless, the exceptionally 
rapid rate of expansion recorded in 


the preceding two months’ was 
Aug 19, Change on 
1959 Month Year 
{mn £mn {mn 
Deposits .. 6923.9 ~52.0 --- 347.5 
nies” Dian [OST - 75 +324.4 
. P ‘) 6451.0+ 8.6 
Liquid pa 

Assets 2279.8 (32.9) - 3.1 ~ 80.6 
Cash 567.3 (8.2) -13.4 + 26.3 
Call money 439.4 (6.3) -—59.7 + 34.8 
Treas bills.. 1150.5 (16.6) 70.1 - 11.5 
Other bills... 122.6 (1.9) - 0.1 ~~ 31.0 
ie Risk 9? 

Assets 4499.1 (65.0) +-12.9 + 307.0 
Investments 1801.7(26.0) -— 8.9 —- 397.4 
Advances§.. 2697.4(39.0) +21.7 -+ 704.4 

State Bds 69.7 —- 8] + 5.4 
2627.7 +298 +699.0 


All other 2546.1) 


* Excluding items in the course of collection. 
+ Excluding all transit items as well. 
t Ratio of assets to gross deposits. 
$ Official total minus Lloyds Bank transit 
item. 
Excluding transit items. 


brought almost to a stop. The 
principal reason for this slackening 
was the slowing down in the growth 
of advances. Aggregate advances 
(excluding the extraneous transit 
items and also excluding loans to 
the nationalized boards) rose by £44 
millions, or by just under £8 millions 
a week, compared with £18 millions 
in the four weeks to mid-July and 
£93 millions in the four weeks to 
mid-June. Most banks were able to 
accommodate this increase without 
selling investments: aggregate hold- 
ings of gilt-edged fell by 9.5 


millions (virtually the whole of which 
was accounted for by two banks, 
Martins and Westminster). 
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The banks’ total holdings of liquid 
assets fell by £3.1 millions during 
the month. Reductions of {13 mil- 
lions in cash and of no less than £60 
millions in call money were almost 
offset by an increase of £70 millions 
in holdings of Treasury bills. This 
small decline in total liquid assets 
was much less than the fall in gross 
deposits: as a result the average 
liquidity ratio of the eleven banks 
improved from 32.7 per cent to 
32.9 per cent, whereas in the same 
period of each of the two previous 
years it had fallen a little. 


Longer Loans for the Farmer 


The Midland Bank last month 
announced a new venture into longer- 
term lending. It will make loans for 
up to twenty years to finance the 
purchase or improvement of farms. 
Although nominally callable on de- 
mand, such loans will in practice be 
called in only if it becomes evident 
that the borrower is not farming 
successfully and that, as a result, the 
farm is deteriorating. Previously the 
bank has not been willing, except in 
a few special cases, to lend to 
farmers for more than ten years. 
Interest will be charged at the cur- 
rent rate on advances. 

The Midland’s move comes hard 
on the heels of the Radcliffe Report, 
which recommended that the banks 
should be ready to offer longer-term 
loans to farmers and should advertise 
their services more extensively. It 
is another step in the campaign to 
bring the farmer to the bank. 


New Records for World Bank 


Although the total value of new 
loans made by the World Bank in 
the year to June 30 last fell $8 
millions short of the record $711 
millions in the previous year, all 
the other indicators of the Bank’s 
activity registered new peaks. In 
particular, disbursements _ totalled 
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$583 millions, compared with $499 
millions in 1957-58. 

Gross income, excluding loan com- 
missions, was $23 millions higher at 
$122 millions; expenses were $19 
millions higher at $76 millions ($66 
millions of which represented in- 
terest on the Bank’s borrowings and 
other financial expenses). ‘The re- 
sulting net earnings of $46 millions, 
together with loan commissions of 
S24 millions, raised the total reserves 
of the Bank to $420 millions. 

The Bank announced last month 
that it had arranged the sale to 
sixty-two institutional investors, all 
outside the United States, of $100 
millions of two-year dollar bonds at 
an interest rate of 4? per cent. Half 
the proceeds will be used to retire 
the five-year bonds that mature on 
September 15. 


‘¢ Softer Loans ’’ Agency ? 


At the meeting of the World Bank, 
which opens in Washington on 
September 28, the United States 
will formally propose the establish- 
ment of an International Develop- 
ment Association to make loans to 
countries that cannot meet the 
security requirements demanded by 


the World Bank. The question of out plans for such an association. .. . 


establishing such an agency was 
raised at last year’s meeting and was 
received rather coolly. Discussions in 
the past twelve months have pro- 
duced more support and the Ameri- 
can Treasury has drawn up a blue- 
print. It is proposed that the 
Association should have an initial 
capital of $1,000 millions, subscribed 
partly in gold and partly in members’ 
own currencies, and should make 
long-term loans that may be repaid 
in the currency of the borrower. 


Obviously, loans on such terms 
would appear far more attractive to 
many prospective borrowers than 
loans on the terms offered by the 
World Bank—indeed, they might 
well appear as grants rather than 
loans—and it is not clear how the 
IDA could be fitted into the existing 
channels for development funds. 


The Commonwealth’s attitude to 
the proposal is likely to be discussed 
at the meeting of Commonwealth 
finance ministers that is to be held 
in London from September 22 to 24. 
Britain’s own attitude was stated in 
the House of Commons on July 20 
by the Economic Secretary to the 
Treasury: “The Government ”’, he 
said, “‘ is prepared to join in working 




















With over 750 Branches spread across Canada, and offices in Paris, 
New York, Chicago and San Francisco, the Bank is in a position to offer 
unsurpassed facilities for every type of Banking Business. 
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If acceptable plans come to fruition, 
the United Kingdom would contri- 
bute to the capital of the association 
as to the capital of the International 
Bank ’’. On that basis if the capital 
were $1,000 millions Britain’s con- 
tribution would be £50 millions. 


Measuring the HP Boom 


The census of distribution for 
1957, the results of which were 
published last month,* throws a 
great deal of new light on the struc- 
ture of credit trading in this country 
and in particular on the extent of 
check trading and mail order busi- 
ness, activities that had previously 
eluded the statistician’s measuring 
rod. In 1957 sales on instalment 
credit terms by retailers, excluding 
sales of motor vehicles, totalled £677 
millions, or about 9 per cent of total 
retail turnover. Mail order houses 
accounted for £98 millions of these 
sales, credit traders calling on cus- 
tomers for £93 millions and all other 
retailers for £426 millions; the re- 
maining {60 millions represented 
the value of checks issued by check 
trading companies. 

The proportion of sales made on 
credit terms, of course, varied con- 
siderably with the type of goods in- 
volved. As expected, it was highest 
for household goods—rising to more 
than 60 per cent for gas and elec- 
trical appliances. It also varied with 
the type of retailer: in 1957 nearly 
80 per cent of furniture sales and 
75 per cent of radio and T'V sales by 
multiple stores were on credit terms. 
The survey, taken at a time when 
HP trading was controlled, gives 
some idea of the shift to non-HP forms 
of credit: for household goods about 
half of all instalment credit sales were 
in forms other than hire purchase. 

At the end of 1957 the total 
amount of credit outstanding on 
goods sold by retailers was {£514 





* HMSO. Price 5 shillings. 


millions: £26 millions of this was 
provided by mail order houses, £42 
millions by credit traders calling on 
customers, {£379 millions by other 
retailers, and {17 millions by check 
traders. Finance houses, whose 
business is concentrated on the pro- 
vision of credit for car purchase, 
provided only £50 millions of the 
total. The census traced no less 
than 1,501 finance houses. 


—And Revising the Estimates 


Balances owing to finance houses 
at the end of 1957 totalled £256 
millions (of which £195 millions 
represented credit for motor ve- 
hicles). Added to £192 millions 
owed directly to retailers of house- 
hold goods this gives a total of £448 
millions for end-1957, which is some 
£36 millions less than had previously 
been estimated by the Board of Trade 
in its monthly series (which is based 
on these two components). 

The Board’s figures for the growth 
of instalment debt since 1957 have 
been revised accordingly. It is now 
estimated that such debt increased 
from {£448 millions at the end of 
1957 to £490 millions at  end- 
October, 1958, and to £708 millions 
at end-June last—a rise of nearly 60 
per cent in eighteen months (total 
debt at end-July has since been 
estimated at £742 millions). 

The Board puts total consumer 
credit in this country, including 
credit for cars, at the end of June 
last at {17 a head (or 5 per cent of 
personal disposable incomes); if per- 
sonal and professional bank advances 
are included—only part of which, of 
course, is consumer credit — the 
figure would rise to {£26 a head 
(8 per cent of incomes). For com- 
parison total consumer credit out- 
standing in the United States at the 
end of May was equivalent to £92 
a head (14.5 per cent of personal 
disposable incomes). 


490 


a a le i il ai 








SRE RS COE AN EBT ARIS . 








2 SANE LAP Magra Rr @ 


ia a eee oh 





~—————— <a 


| REPORT 





| 

| THE RADCLIFFE 
| 

NO VERDICT ON MONEY 
| ANALYSIS AND COMMENTARY pages 497-534 | 
| STATISTICAL HIGHLIGHTS 


DOWNGRADING THE BANK? 
--Sir Oscar Hobson page 542 








No Verdict on Money 


HE report of the Radcliffe Committee issued last month is not 

essentially a controversial document, but inevitably it will be the 

focus of much critical discussion, if not controversy, for many 

months. At the very outset, therefore, before the debates and 
technical scrutinies become all-absorbing, it is well to record one or two 
central facts that the disputants will mostly be taking for granted, and the 
general public may accordingly be apt to overlook. The first is that this 
report, whatever its shortcomings as seen by different observers, is unques- 
tionably the most important document on monetary policy and mechanics 
that has appeared in Britain in modern times. Not only is this the first 
inquiry of its kind for a generation: it is also the first to disclose the 
attitudes and behaviour of the monetary authorities since governments 
acknowledged their responsibility for trying to direct the course of the 
economy. Secondly, as the Committee itself explains, large parts of the 
report are devoted to analysis and exposition “ for their own sake’’; and 
these parts, like the whole, are informed by the new ranges of monetary 
statistics that the Committee has caused to be collected and by the further 
vital ranges, hitherto kept secret by the authorities, that it has caused to be 
published. ‘These achievements in themselves, with their continuing fruition 
in better current statistics and more informed public discussion in future, 
are ample justification of the labours of the Committee over these two years, 
quite apart from the worth of its recommendations. 
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This first article gives a general view of the report, and broad impressions. 
The chief need of most readers at this stage, we imagine, will still be to 
understand precisely what the Committee is saying, rather than to penetrate 
to the underlying intricacies; and, as some of the reporting has already 
shown, the risk of misunderstanding through hasty or selective scrutiny has 
been unusually great (as, indeed, the Committee recognized by declining 
to summarize its recommendations out of context). On some leading 
questions it will be wise, in any case, to keep an open mind pending the 
public discussion that is only now beginning. In this essential prelude to 
proper appraisal The Banker hopes to play a part: the October issue will 
present a series of studies by distinguished contributors of differing views. 
In the current issue, accordingly, we have concentrated mainly on providing 
the factual basis for this: we give on pages 497-534 an analytical summary 
of the report, lightly interspersed with comment, in sufficient detail to trace 
the essential argument, to show all the principal findings without (as we 
hope) distortion, and to draw attention to the principal new information. 

One broad aspect that emerged clearly at the outset has caused wide- 
spread disappointment. In the minds of many people the big question 
that lay behind the setting up of the inquiry was nothing less than the 
central problem of the post-war economy. How could a high-employment 
and growing economy be kept from undue fluctuations, especially from the 
excesses of inflation, and yet remain a free economy unless it could rely to 
a substantial degree upon monetary regulators? If monetary measures, 
working in conjunction with other measures, notably fiscal ones, that 
influence the total level of demand through market mechanisms could not 
accomplish most of the necessary regulation, then surely it would be 
increasingly attempted by physical controls and “‘ direct’ measures that 
would progressively destroy the freedom of the economy. But monetary 
measures as practised after the “ revival”’ in 1951-52 had not prevented 
successive sterling crises, and if they had restored confidence after those 
crises they were widely regarded as having done so only at the cost of an 
‘“ unnecessary ’’ damping down of economic activity. What, then, was the 
scope for monetary policy ? Could the existing type of policy, or a more 
vigorous or specially strengthened policy, be expected in future to do 
enough to sustain the free economy ? 

This fundamental question still remains to be answered. It may now 
be doubted, indeed, whether the public was ever entitled to expect the 
Committee to try to answer it. At all events, the Committee’s concern to 
produce a unanimous report has led it to take extraordinary care to avoid 
even the appearance of advocating any doctrinaire view, and thus to work 
to a strict interpretation of its terms of reference. ‘These did not mention 
the other two sorts of control—the physical or even the fiscal. Hence 
the Committee felt unable, even had it wished, to pronounce upon the 
relative merits of the three sorts—and, in particular upon the proportions 
in which it might ordinarily be practicable to combine the “ free ’’ regulators 
with the authoritarian ones. It concludes that all three types are needed, 
that the desirable proportions will depend not only on changing economic 
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circumstances but also on the changing priorities attached to different 
major economic objectives; and that it is the task of the Government to 
decide both the priorities and the proportions. 

This elaborately neutral Committee therefore naturally omits to observe 
that maintenance of a broadly free economy might be in itself a major 
objective. The proposition that substantial freedom is, through the agency 
of monetary and fiscal policy, combinable with the primary economic objec- 
tives that the Committee notes (see page +98), and is indeed essential to 
optimal result, thus gets neither afhrmation nor rebuttal. ‘The report, the 
Committee says, must not be understood as if it were a “ verdict upon the 
use of monetary measures in our society ”’. 

The conclusions of the Committee at some points, and especially on the 
experience in the 1950s, have also been limited in another way, by the 
inadequacy of statistics and past research, so that some of its findings 
have had to be “‘ impressionistic ’’ and “‘ extremely tentative’’. For both 
these reasons, and also because of the sheer complexity of the issues, there 
is a negativeness about the report . . . “‘ our review of monetary measures 
has not led us to any positive and simple recommendations. No method, 
new or old, provides the remedy for all our troubles...’’. It has happened, 
too, that the Committee has paid no close attention to the particular tech- 
nical problem that was uppermost before its appointment—the question 
whether the powers to regulate bank credit by market methods could helpfully 
be reinforced by new devices, such as direct controls over bank liquidity, 
and, if so, what precise form they should take. 

Its sketchy treatment of this question seems, however, to be deliberate, 
in the sense that its whole approach to the problem of monetary control 
assigns only secondary importance to techniques that operate on the supply 
of money, hitherto generally regarded as the “ centre-piece ’’’ of monetary 
action. One major reason, it says in effect, why the supply of money 
bears no constant relationship to the pressure of demand within the economy 
is the ability of people to get finance in other ways and through other insti- 
tutions than the banks. ‘The market for credit, it says, is a single market, 
and the volume of spending depends not only on how much money people 
hold but on how much they think they can get. This does not mean that 
monetary policy need attempt specific regulation of the separate credit 
channels: it does mean that it must try to influence them all, which it can 
do, the Committee finds, by operating on the whole structure of interest 
rates, especially long rates. That structure should in future be deemed the 
centre-piece. This line of approach—tt is a contentious line that will be 
closely examined in our next issue—leads the Committee to play down the 
role of the deposit banks, mostly in their capacity of “ creators’ of money 
but also on some other grounds. 

This attitude has also, however, caused the Committee to agree with the 
general City view that direct financial controls that operate upon particular 
parts of the system (notably the “ directive ’’ over bank advances) are not 
only inequitable and inefficient but also, except in the short run, mostly 
self-defeating, since they merely shift the source of finance. These weak- 
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nesses extend to any discriminating control over the banks. Hence the 
question of introducing a direct control over bank liquidity (whether by the 
power to vary minimum ratios or by “ special deposits ’’) raises at once the 
question of parallel controls over all other competing institutions—a fear- 
some administrative prospect that plainly daunts even this undoctrinaire 
body. No such elaborate extension of compulsory powers, it concludes, 
would be justified “in the conditions immediately before us’’—and thus 
relegates the whole question, apparently including that of the bank ratios, 
to an indefinite future, with the suggestion that it be reviewed again in a 
few years time. For use in emergency there would in any case have to be 
more drastic measures, and rougher justice. The Committee envisages 
some “ standing provision’ for the introduction of strong but temporary 
direct limitations of bank advances, capital issues, and consumer credit— 
and for a critical review of the level of spending in the public sector. No 
other monetary measures, it seems to think, would be of much avail in such 
an extremity, though it agrees that “‘ in the present state of world opinion ” 
the power of Bank rate to strengthen sterling and the reserves in a crisis 
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is ‘‘ considerable 


Primacy of Interest Rates 


Although the Committee sees little scope for new monetary devices as 
ordinary regulators, it never clearly says what role it conceives for the 
traditional mechanism or how, in any case, the task of short-term regulation 
should be performed. It is in no doubt that the ‘ more conventional instru- 
ments ’’ as used in the 1950s have failed “‘ to keep the system in smooth 
balance’’. Its impressionistic evidence suggests that changes in interest 
rates have little direct effects on spending, at least in the short run; that 
even stocks of commodities are insensitive; and that no reliance can be put 
upon the rate of interest as a ‘‘ major short-term stabilizer’’. Yet it con- 
cludes that the authorities could make “ more deliberate ’’ use of interest 
rates; and although many effects of changes in them develop slowly, ‘‘ some 
effect comes fairly rapidly through liquidity disturbances’ and reper- 
cussions upon lending institutions. Moreover, in some respects, and 
notably because of the excess of liquidity in the economy, monetary control 
has not had “a fair chance” in the 1950s. At least in the early 1960s, 
with diminished liquidity, its chances will be better. 

For all its seeming negativeness, therefore, the report does make one 
highly important positive assertion about monetary policy. It recognizes 
the primacy of interest rates, and thus of measures that work through the 
market mechanism, as distinct from direct financial controls. In this 
sense, it is in the classical tradition—as amplified, in these latest years, by 
the belated recognition that open market operations cannot be confined to 
dealings in bills against cash but must extend to the bond market. The 
Committee gives little credit to the authorities, however, for this recent 
shift in emphasis, because its primary aim was to regulate the supply of 
assets that technically rank as “ liquid ” in the clearing banks (i.e. it derived 
from a mere supply-of-money approach) rather than the structure of interest 
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rates as a whole. Thus although many of the Committee’s strictures on 
official policy over these past eight years run closely parallel to those familiar 
to readers of The Banker, some spring from a (slightly ?) different root. 

The emphasis is heavily upon the need to influence long rates, notably 
for the part they play in long-range planning of capital outlay, and thus 
in ensuring the optimum allocation of resources. Changes in short rates, 
it is implied, will be virtually irrelevant unless they strike through to the 
long market. Hence it is upon the long rate that the authorities must be 
continuously taking a view; and they must use the opportunities presented 
by the extent of the national debt, their market management of it, and the 
resources of publicity to achieve the structure of rates that the wider aims 
of economic policy suggest to be necessary. At each of these points, in 
short, the requisite policy is the opposite of that pursued until recently— 
but the approximate level of long rates likely to be needed for some while 
ahead may not differ significantly from the range the authorities have lately 
thought appropriate. 

In all this, as in the Committee’s forthright appeal for more statistics, 
more continuous research, and more official candour, there is much from 
which the liberal observer may take heart—much to counterbalance other 
passages in the report that seem to envisage only a narrow role for monetary 
action and thus may lead one to fear a vacuum that would be filled by 
authoritarian controls. (But why, since the Committee emphasizes the 
relevance of the rate of interest in long-run capital planning, does it advo- 
cate the backward step of giving all local authorities access to the Exchequer 
finance, and moreover at the gilt-edged rate, if they prefer to by-pass the 
market ?). 

Equally, there is much that is both positive and welcome in the Com- 
mittee’s views on Britain’s réle in the world economy. It gives a clear 
answer to those who would have Britain, for the sake of keeping closer 
control over its domestic economy, reduce its rdle in the sterling area and 
in international investment and try to diminish sterling’s functioning as an 
international currency because of the vulnerability and fluctuations these 
responsibilities involve. "The Committee is satisfied that it is in the interest 
of “‘ this country ’’, quite aside from its international obligations, to main- 
tain existing arrangements; and highly though it rates the need to increase 
external reserves, it does not favour, even temporarily, any rigorous limita- 
tion of long-term investment for this purpose. Britain must play its own 
part in sustaining international liquidity—and equally should give full 
support to schemes for extending the rdle of the international institutions. 
The Committee agrees that the objective of maintaining a fixed and stable 
exchange is “‘ more absolute’ than Britain’s international commitment; it 
rules out floating rates, and the proposal for a substantial increase in the 
world price of gold; it declares that inconvertibility makes sense only “ in 
the context of international imbalance ’’—but that Britain must not forswear 
the use of discrimination in all circumstances, lest the ‘‘ imbalance’”’ recur. 

Except at one or two points, the Committee’s proposals leave the insti- 
tutional structure of finance almost untouched. The banks might consider 
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offering “‘ term ’”’ loans to small businesses and to agriculture; the limit for 
financing through the Industrial and Commercial Finance Corporation 
should be raised; the discount market ought not to use its “‘ syndicated ”’ 
tendering for Treasury bills so as to exclude ‘** outside ’’ applicants (but it 
need not discontinue it); in certain hypothetical circumstances it might be 
useful to establish a guarantee corporation to facilitate finance for innova- 
tion, and an export finance corporation to provide longer term. ‘The one 
far-reaching suggestion may even have been an afterthought: unless 
‘existing institutions ’’ soon provide a simple transfer service, there will 
be a case for investigating the possibility of a Post Office “‘ giro’ system. 
As for the official structure, there are the not-so-innocuous changes of 
‘form rather than substance’ affecting the Bank of England—notably the 
proposal that Bank rate decisions should be made in the name and on the 
authority of the Chancellor of the Exchequer, and that there should be a 
standing (advisory) committee on monetary policy. ‘These proposals, like 
most of the others, will require careful thought. But we would doubt the 
wisdom, or the need, of appearing thus to alter the status of the Bank. 
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THE REPORT ANALYSED 


Aims and Methods 
The Monetary System Described 
How Money Measures Work 
How They Worked in 1951-58 
Monetary Action in the Nineteen- Sixties 
Policy for Interest Rates 
The Bank of England 
Sterling and the External Balance 
Providing the Statistics 
Filling the Credit Gaps 


HE Radclitfe Committee, first of its kind since the Macmillan 
inquiry of 1929-31, was projected by Mr Peter Thorneycroft in 
his budget speech in April, 1957, and formally appointed in the 
following month, with bald terms of reference, “‘ to inquire into 
the working of the monetary and credit system and to make recommenda- 
tions’. Its membership, detailed on page 496, comprised two bankers, 
two economists, two industrialists and two trade unionists, under the 
chairmanship of Lord Radclitfe—five fewer members than the Macmillan 
Committee. The Committee met 88 times, examined 219 witnesses orally, 
and received memoranda and other written evidence from many others. 
All the oral evidence and many of the memoranda will be published—in 
four massive volumes expected to appear in October or November. 
The findings of this hardworking and intensive inquiry are set forth in 
a report extending to nearly 350 pages, plus appendices, almost twice the 
length of the Macmillan report. Yet, in marked contrast to the Macmillan 
inquiry, the Committee has achieved complete unanimity in this report: it 
is signed by each of the nine members, and no reservation or qualification 
is entered at any point. "The Committee attached high importance to this. 
* The right course’, it thought, was “ that sometimes individual opinions 
and preferences should be modified or abandoned for the sake of a presenta- 
tion that can be put forward as the best collective view ’’—provided that no 
major point of principle was at stake. 
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But unanimity has exacted a price. As our opening article emphasizes, 
the Committee’s painstaking pursuit of neutrality has led it to sidestep 
some leading questions that many people had hoped it would answer. 
This aim must also largely explain several characteristics of the report that 
make it a decidedly “ dificult’? document. Many of the most vital matters, 
and not a few of the Committee’s conclusions, are discussed with many 
qualifications, and are also discussed at different points where the quali- 
fications do not always receive the same weight. Yet the Committee offers 
no short cuts through the maze: precisely because of the importance it 
attaches to the qualifications, it refuses to take its recommendations out of 
their contexts into a collective summary. ‘Thus it is sometimes hard, and on 
a few matters nearly impossible, to be sure what the Committee’s advice 
really is. 

In the following analysis and commentary an attempt is made to present 
the essence of the report, and to help the reader through these difficulties 
—not, indeed, to summarize the whole document, but to trace the salient 
arguments and recommendations and to set out the principal new facts that 
emerge from its extensive descriptive passages and tables. The interspersed 
figures shown in parentheses refer to the numbered paragraphs of the 
report.* 


Aims and Methods of Policy 

The scope for monetary policy varies. Its aims and techniques, the 
Committee observes at the outset, depend not only upon the economic 
circumstances but also upon the ideas of the time; and both have altered 
radically since the Macmillan inquiry. The background to that was one 
of depression, falling prices and an almost “ fatalistic’’ attitude towards 
the persistent acute unemployment; the background to the Radcliffe inquiry 
was the post-war boom, a quarter-century of rising prices, and the problem 
of preventing inflation in a world of persistent full employment. 

Changes in opinions, during these three decades, have been ‘‘ even more 
profound ’”’. Not only have the objectives of Government economic policy 
become more complex and far-reaching, but the degree of priority to be 
attached to any one of them varies: 

It is therefore no longer appropriate to charge the monetary authorities with 
unambiguous tasks that can be sharply differentiated from other govern- 
mental action (52). 


The salient objectives to which Governments stand committed or are 
widely expected to pursue are high and stable employment, reasonable 
stability of the value of money, optimum growth of production and living 
standards, strengthening of external reserves and substantial participation 
in aid and loans to under-developed territories overseas, and stability of 
the exchange rate. On this last objective the Committee believes the 
‘weight of opinion ”’ to be solidly behind the view that “ exchange stability 
as an objective is to be pitched higher than is implicit in our international 








*Cmnd 827. HM Stationery Office, price 15s. 
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obligations” (60). But even this objective is not absolute. There are 
‘“‘ serious possibilities of conflict ’’ between the objectives: 
The choice between them, where choice has to be made, 1s one that Govern- 
ments have to face. ‘The freedom of Governments in making these choices 
is not absolute.... ‘The immoderate pursuit of one or several of these ends 
at the expense of another may place an intolerable strain on the body 
politic (70). 
Even when the inconsistencies in aims look slight, for example when 
‘everything seems to point to the necessity of reducing (or, on the other 
hand, increasing) the pressure of total demand’’, there will still be no 
unambiguous role for monetary measures. Governments will still have to 
decide the relative weight to be placed on the other groups of measures, 
fiscal and physical, which “ have their own advantages and disadvantages ”’. 
The Committee takes care to express no preferences of its own, and indeed 
regarded itself as debarred by its terms of reference from appraising the 
workings or relative merits of non-monetary measures (515). 


The Monetary System Described 


The first of three descriptive chapters gives a revealing account of the 
processes of financing the public sector. This presents familiar facts in 
the new light of clean figures of ‘‘ departmental ”’ dealings in gilt-edged 
securities and Treasury bills with other sectors, separating the overseas 
sector, banking sector and rest of the private sector (see the comprehensive 
table reproduced on page 500); affords interesting slants on some recent 
policies; and gives the first official account of the modern technique of 
making gilt-edged issues by operating through the Government broker. 


Technique of Government Issues 
... The process of tissue ts in effect continuous, with the Government 
broker acting as issuer at prices in accordance with instructions from 


the Bank of England (579). 


New issues of Government steck, the Committee finds, are made as a 
matter of policy at prices in line with the market; the authorities ‘‘ have 
not hitherto made a new issue... out of line . . ., with the intention of 
altering market prices [the occasional disparities must therefore be pre- 
sumed to be due to sudden changes in the market in the brief interval 
between the fixing and announcement of the issue terms] though they did 
on at least one occasion issue a further tranche of an existing stock at the 
current market price with the deliberate object of preventing a fall in the 
long-term rate ’’ (109)—this was evidently the £300 millions issue of 33 per 
cent “‘ Eternity ’’ stock, 1999-2004, at 80, in February, 1957. 

Although actual issues aie ‘* occasional and discontinuous ’’, the process 
of selling stock through the Issue Department of the Bank (which in effect 
underwrites all prospectus issues) enables the authorities continuously to 
borrow through the market “ funds which the public is ready to lend’ and 
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FINANCING OF THE PUBLIC SECTOR 
({£ millions) 
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Less taxes on capital, capital transfers, etc 


Sales of financial assets (met) by the 


public sector* 


Sales of financial assets (net) by the public 


sectorT 


On overseas account (certain identifiable 


items): 


Loans from overseas governments and 
international organizations (net) 


Decrease of foreign reserves 


Official overseas holdings of Treas bills 
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securities 
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Treasury bills 
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were about £350 millions on February 28, 1959. 
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provides them with one of their principal means of influencing prices and 
yields. ‘They try to have at least one medium and one long-dated stock 
always “on tap’”’ (111); and the main consideration in the timing of new 
issues is the need to keep an adequate supply of tap stocks (112). These 
tap stocks provide the bell-wethers of the market; they are sold at the ruling 
market price for the stock in question, but in practice the price will be 
‘a little low ” in relation to the prices of other (non-tap) stocks. 

The function of the Government broker thus is to peddle out the remain- 
ing amounts of recent prospectus issues, to buy in the next maturities (so 
as to minimize disturbance on the actual maturity date) and, to a smaller 
extent, to facilitate switches of large holders from one stock to another (581). 
These are “ among the most important, and most central, of central banking 
operations’. ‘The Committee regards all these arrangements as “‘ admir- 
ably adapted ”’ to present conditions—subject to two recommended changes. 
It objects to the “hollow form” of the official pretence that all prospectus 
issues are “fully subscribed ’’; it thinks that on the closing of the lists 
there should be an “accurate statement” of sales made outside “ the 
Departments ”’ (580). More important still, it recommends the quarterly 
publication (without specifying any time-lag) of net transactions—possibly 
by way of a still more detailed form of the large table reproduced on page 500. 


THE FINANCIAL INSTITUTIONS 


. the market for credit is a single market. Though each type of 
institution has its special type of business . . . it does not seem that any 
hard and fast lines are drawn, for instance between . . . short finance 
and . . . long finance; and borrowers seem to be ready to switch from 
one source to another (125). 


This fact has had a profound effect upon the Committee’s thinking and 
leads it to the basic idea from which its recommendations as to monetary 
control spring. Because the various financial institutions of the private 
sector are in active competition in this “ single’ market, pressure in one 
part soon makes itself felt in other parts, so that it is upon the “ liquidity 
position as a whole”’ that the monetary authorities must act (312, 315). 
The Committee underlines this unity by surveying the whole range of 
institutions from clearing banks to superannuation funds and trade credit, 
in a single massive chapter. 


The Clearing Banks 


To the reader already familiar with the banking mechanism this section 
is significant mainly for its disclosure of the attitudes of the banks, and for 
the Committee’s views on these attitudes. As a foretaste of its central 
argument, it here remarks that the amount of deposits on current account 
may be merely a symptom of the condition that monetary policy should 
regulate rather than the thing that in itself requires regulation (129). Also, 
the tradition that these sight liabilities required the banks to make their 
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advances likewise formally repayable on demand has served its turn, forcible 

though it is where banks are small and insecure: now the banks can reckon 

that their sight liabilities contain a hard core of permanent resources (130). 
The clearing banks’ aloofness from “ savings ”’ business, and their absten- 

tion from rate-competition for deposit-account balances, have restricted 

their scope relative to other financial institutions and intermediaries. 

The banks’ restrictive attitude in attracting deposits has been supposed to 


set corresponding limits on the kind of lending they could safely engage in; 
the truth is rather that it has limited their quantitative share of the total 


lending in the economy (132). 

The strong preference for self-liquidating lending remains, however; and 
it “‘ still has some sound basis ’’, but only, apparently, because the existence 
of the rule eases the task of the branch manager, who “ could have no 
assurance in estimating long-term profitability’ (136). This contention, 
which many bankers will certainly keenly resent, leads the Committee on 
to the still more dubious assertion that the lending banker “ does not 
directly promote the purchase of real resources, but stands ready to help 
with temporary finance the businessman who embarks on the ‘real’ trans- 
actions’’. It is hard to square this supposition with the “very high 
importance ”’ the Committee attaches to bank advances as “ the easiest and 
most convenient form of borrowing ”’: “ impediments to bank lending, if 
they can be contrived by the monetary authorities, can have appreciable 
influence on the behaviour of business men ”’ (138). 

Any such impediments, however, must be powerful if they are to over- 
come the “ expansionary push ”’ that results in the banks from their anxiety 
to raise the proportion of advances to deposits; from their “ strong desire ”’ 
to meet all reasonable requirements of their customers; and from the special 
convenience of this method to the customer. Now that advances are 
almost entirely free from direct control, the total of them is “a function 
of the demand by customers who satisfy the slowly-broadening standards 
of the banks” (143), because while the banks remain underlent their 
residual asset, responding inversely to changes in their liquidity, will be 
their investments. 

The raising of interest rates in the bond market, thus imposing a penalty 
on sales of investments, is a conceivable method or control. But in recent 
years the clearing banks have generally kept their portfolios short (almost 
evenly divided between bonds with under, and over, five years life) and 
have had maturities year by year; and when maturities exceed the increase 
in demand for advances “no manipulation of interest rates can impose 
a penalty ...”’ (145). This overlooks the penalty of yield forgone; but 
the Committee emphasizes the point in the opposite condition, when 
maturities are deficient and portfolios have been depleted at the shorter end, 
remarking that recent heavy sales have brought the banks “a little nearer 
to a position where they would become sensitive to an interest-rate control 
of this kind”. For the present, however, the low ratio of advances and 
the high ratio of short bonds “‘ militate much against conventional measures 
of control” (146). In odd counterbalance to this conclusion, the Com- 
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mittee observes that because of the greatly enlarged réle of the banks in the 
financing of the public sector: 


The sensitiveness of the banks to changes in the terms and forms of borrowing 
by the public sector, and therefore their sensitiveness to the monetary policy 
of the authorities as exercised through debt management, have also greatly 


increased. 
But because of the relative growth of other financial intermediaries the 
scope for official influence on total lending has diminished (148). 


The Scottish Banks 


The report gives an interesting summary of the principal differences 
between the Scottish and clearing banks, notably in liquidity and invest- 
ment habits and in the attraction of time and savings deposits, and presents 
a combined balance sheet, not hitherto available for any single date, for the 
six Scottish banks, showing their gross deposits at £791 millions at end- 
1958. ‘The Committee recommends monthly publication of statements on 
the lines of those published by the clearing banks, which is a long overdue 
requirement. Although there is no consistency in “ cash”’ or “ liquidity ”’ 
ratios, or even in the constituents of these items, and although the Governor 
of the Bank of England ‘“ says nothing ”’ to these banks about their ratios, 
there is no lack of influence by the Bank over the (tightly cartelized) key 
prices of bank credit in Scotland—a “ contrast which indicates the power 
which the Bank of England draws from London’s influence as a financial 
centre rather than from any imposed rules ”’ (161). But, given the eagerness 
of the Scots banks to expand advances and their willingness to extend the 
purposes for which they lend, they “could only be made to enforce a 
restriction of credit by extraordinary measures, such as the official ‘ requests ’ 


of recent years” (154). 


Discount Houses and ‘‘ Syndication ”’ 


It would not be beyond human ingenuity to replace the work of the 
discount houses; but they are there, they are doing the work effectively, 
and they are doing it at a trifling cost in terms of labour and other real 
resources (180) . . . we do not wish to suggest any change in it (590). 


This tribute, contrasting with some expectations in the City, was not 
lightly given. ‘The discount houses, unique as the sole channel for Bank 
of England lending at last resort, come under close scrutiny, in the course 
of which the Committee explodes some long-lived fallacies—notably the 
belief that a credit inflation would be caused if the Treasury were at times 
unable to sell all its bill offerings and had to procure the deficiency from 
the Bank of England on Ways and Means (167). But although this argu- 
ment for the market’s syndicated tendering for the bills (in order to “‘ cover 
the tender’) is outmoded now that the wider liquidity ratio, and not the 
cash ratio, governs the amount of bank deposits, it is on a “ balancing of 
considerations ”’ that this “‘ restrictive practice ’’ should be judged—on the 
one hand by the steadiness it gives to Treasury bill rates (a steadiness to 
which the authorities attach some importance) and on the other hand by the 
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possibility that ‘‘ outside ’’ demand for bills might “ develop appreciably ” 
if the rate were more free to fluctuate (169, 583). The Committee would 
‘find no cause for alarm” if the “ cartelization and orderliness’ of the 
short market—meaning here not only the bill market’s syndication but also 
the clearing banks’ agreements on deposit allowances and short money 
charges and their abstention from tendering for bills—threatened to break 
down. But it sees “ no case for deliberately disrupting it”’ (589). Its one 
specific objection to the syndication practice is to the “‘ manipulation ” of 
the bid with the object of discouraging “ outside ’’ tenders—causing trivial 
but unwarranted fluctuations in rates that “‘ can scarcely be justified as 
being in the public interest’ (590). This objection, whatever its merits 
on general grounds, is likely to increase the tendency to rigidity which the 


THE LONDON DISCOUNT MARKET* 
Borrowed Funds and Assets at December 31, 1958 
(£ millions) 


Source of borrowed funds: 





Bank of England .. ‘a a ” - & 
London clearing banks .. a a i 519 
Scottish banks... - is a - 85 
Other UK banks .. - a4 - - 84 
Overseas and foreign banks asi - - 263 
Other lenders — ia i - rs 47 

Total of borrowed funds = - 1,006 

Assets: 

Cash we - on - na - 10 
UK Treasury bills discounted .. - - 594 
Commercial bills discounted _.. - - 70 
Gilt-edged securities (nominal values) . . aa 321 
Other assets - 7 ha io oe 57 





Total assets - a a _ 1,053 


—_——_ _- --—— 


* Twelve members of London Discount Market Association. 


Committee seemingly regrets, since the market may now feel that it must 
be prepared to defend any change in its bid price. 

The report presents the first combined statement of the twelve discount 
houses at a single date (reproduced on this page), showing its Treasury bill 
holdings at £594 millions, commercial bills at only £70 millions and bonds 
at £321 millions at end-1958. ‘The Treasury bills, it should be noted, 
would then be at a seasonal peak, and the market’s holdings would also tend 
to be inflated by window-dressing. The Committee concludes that the 
houses make a “ highly efficient market’ in Treasury bills (171), are a 
‘very important element ”’ in the short bond market (their annual bond 
turnover since 1951 has ranged from £1,500 to £4,800 millions, compared 
with total market turnover ranging from £3,700 to £6,200 millions in the 
years in question), and, through their provision of a call loan market, are 
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important not only for the domestic but the overseas banks in London. 
This is “‘ indeed one of the attractions which have brought many overseas 
and foreign banks to London and keep them there”’ (177). ‘Though the 
discount houses add materially to the marketability of short bonds, it is not 
clear how far they venture, or could be expected to venture, to maintain 
an active bond market at all times; on occasions the bond market has shown 


a tendency to “ freeze up ”’ (173, 174). 


Accepting Houses 

The limits to the business of these houses in relation to their resources 
are set by the Bank of England since the houses must comply with its 
‘benevolent control’’ to maintain the “ eligibility”’ of their paper for 
re-discount. ‘The 17 (now 18) houses of this standing account for 20-25 
per cent of all outstanding bills and for rather under half of all eligible 
bills. ‘Their combined statement at end-1958 (reproduced on page 530) 
shows acceptances totalling £121 millions, one-third of these being on 
behalf of non-residents. ‘Though switches may and do take place between 
bank overdrafts and bill finance, the acceptance houses are “ essentially 
passive elements in the monetary system ’’, since the volume of business in 
which they share is determined by wide forces beyond their influence (193). 


Overseas and Foreign Banks 


Of the 75 overseas and foreign banks with offices in London, 30 members 
of the British Overseas Banks Association, 19 members of the Foreign 
Banks and Afhliates Association and 7 American banks supplied figures 
of sterling assets and liabilities to the Committee; these are reproduced in 
the combined account on page 506. ‘These 56 banks held £922 millions of 
deposits, fully three-quarters for non-residents, whereas most of their quick 
assets comprise British government securities—{f145 millions of Treasury 
bills, £108 millions of short bonds and £175 millions of other gilt-edged, 
plus £135 millions lent to the money market. 


Other Financial Institutions 


From the substantial survey of other financial institutions only a few 
facts can be included here. AHire-purchase credit for business purposes is 
relatively small, probably not exceeding £100 millions (including vehicles) 
at end-1958, compared with £2,600 millions of bank advances and trade 
credit of at least that magnitude (203, 204). The extraordinary growth of 
the mew issue market as a source of long-term capital for domestic business 
is evidenced by the fact that in 1949-53 almost one quoted company in three 
made a market issue (227). For small companies, however, in the words of 
Lord Piercy, ‘‘ the bar of size is rising ’’—but the Committee suggests that 
the difhculty experienced may be due more to sheer pressure of demand 
than to technical factors affecting small issues (231). The massive weight 
of the zmsurance companies was clearly demonstrated: in 1957 the net addi- 
tional funds invested by the life ofhces (£307 millions, apart from £163 
millions reinvestment of maturities) represented almost one-fifth of the 
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nation’s aggregate net fixed capital formation (238). Self-administered 
superannuation and pension funds are growing at about £250 millions a year 
and totalled £2,500 millions last year (252). Investment trusts have been 
growing only slowly (264), but the (very much smaller) unit trust movement 
is estimated to have doubled its holdings, put at £60 millions in mid-1958, 
since then (279). The effects on the building industry of a persistent 
movement in general interest rates exerted through the building socteties is 
actually intensified, the Committee suggests, by the lag of the societies’ own 


OVERSEAS AND FOREIGN BANKS* 
Selected Sterling Liabilities and Assets at February 28, 1959 
(£ millions) 


Liabilities : 

Current and deposit accounts in the United Kingdom ‘a 922 
UK residents .. 7 cs a é - ae 215 
Non-residentsf . . - “s ve Be - oa 707 

Acceptances outstanding. . - i - aa 60 
On account of UK residents .. os wa “ss ii 13 
On account of non-residents .. ba ia - - 47 

Assets: 

Sterling notes and coin and balances at the Bank of England 1 

Balances with other UK banking offices 4 ‘a om 75 

Money in London money market — on “ - 135 

Money on loan to UK local authorities es na 7 51 

UK Treasury bills 6 i” - be ay - 145 

Other sterling bills i i Ba wa ba i 68 

Gilt-edged securities at book values or cost .. 283 
Gilt-edged securities with five years or less to final maturity 108 
Other gilt-edged securities... - ss ren a 175 

Other sterling securities . . os ” a re “a 18 

Advances .. - - - - es 7 279 
To UK residents a wa s sia a sae 145 
To non-residentsf ei be - el wa id 134 

‘Total, above assets “a ca - - 1,055 

Acceptances outstanding (per contra) .. “a ie ee 60 


* Banking offices in the United Kingdom of 30 British overseas banks, 7 American 
banks and 19 members of the Foreign Banks and Affiliates Association. 


t+ Including banking offices overseas. 


¢é 


rates, since that enforces “‘a considerable tautening (or loosening) of the 
purse strings ’’—this quite apart from the effects of the rate changes upon 
the borrower (292-294). The tautening was especially marked during the 
period of the 7 per cent Bank rate, since the societies and the Government 
(as being responsible for National savings) had agreed that they would not 
then “try to poach each other’s deposits by competitive raising of rates ”’ 
(296). ‘The large mass of trade credit introduces considerable elasticity into 
the response of business to official monetary measures; it is contended that 
changes in this mass, relative to the supply of liquid assets, may either 
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exaggerate the effects of such measures or, by redistributing them, cause a 
pressure to be diffused. 


The ‘* Single ’? Market 
This survey of the institutions emphasizes the interchangeability of sources 


of finance: 
The head of a small business who has a large capital commitment may run 
down his cash, borrow from the bank, obtain longer credit from suppliers 
and others, use hire purchase, mortgage his house, raise money on his 
insurance policy or against marketable securities or approach one of a number 
of institutions willing to provide long-term finance (316). 
Admittedly, if the source he proposed to use becomes “ dearer or less 
accessible ’’, he may abandon his project; but “‘ when bank advances were 
reduced in 1955-56 there seem to have been few borrowers who failed in 
the end to obtain the credit they needed, but some of them had to pay 


twice or even thrice as much for it” (319). 


How Money Measures Work 


Spending is not limited by the amount of money in existence; but it 1s 
related to the amount of money people think they can get hold of, 
whether by receipts of income . . ., disposal of capital assets or bor- 
rowing (390). 

The distinctive task of monetary action is to influence the total pressure 
of demand; for that reason it “‘ is sometimes deseribed as a general market 
weapon, and contrasted favourably with some other economic measures by 
those whose preferences are for the maximum freedom of markets ”’ (383). 
But, the report carefully points out, it does have incidental “ directional ”’ 
effects, and these may be disadvantageous (e.g. by creating ‘‘ hindrances to 
economic innovation ’’); the Committee does not here repeat its observation 
that each category of measures has its own disadvantages. 


The Role of Interest Rates 


The authorities may exert this influence by bringing about a change in 
(1) wterest rates, so altering the incentive to buy capital goods, or in 
(2) general liquidity, especially of financial institutions, so that would-be 
spenders find it more (or less) difficult to get finance; the second process 
is not in practice distinct from the first, since changes in interest rates play 
a “central part”’ in it (385). ‘The Committee believes that “‘ only very 
limited reliance’ can be placed on the direct “incentive” effect (397), 
but regards the indirect process as “ altogether more peremptory ”’. 

It rejects the view, however, that the quantity of ‘‘ supreme importance ”’ 
for monetary regulation is the “supply of money’. It argues that because 
the decision to spend is influenced not only by the “‘ amount of money in 
the bank”’ but by the prospect of getting (or failing to get) money, the 
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target for monetary control must be the “ whole liquidity position ”’ of the 
economy (389). It does not even admit that regulation of the supply of 
money might be the best way of regulating general liquidity (a concept 
never precisely defined); the supply of money is “‘ not . . . unimportant ”’, 
but its ‘‘ considerable significance”’ derives simply from its rdle as the 
most liquid part of the whole liquidity “ position”. This, admittedly, 
means that if money becomes relatively scarce, interest rates will rise “. . . 
but they will not, unaided, rise by much, because in a highly developed 
financial system . . . there are many highly liquid assets which are close 
substitutes . . . only inferior when the . .. moment for a payment arrives ”’ 

The belief that it is necessary to influence “an indefinitely wide range 
of financial institutions’’ does not imply, however, that the authorities 
must face the “ administrative burdens ”’ of substituting “‘ for the traditional 
control of the supply of money a complex of . . . direct liquidity controls ”’ 
over those institutions. [Movements of interest rates, if not confined to the 
short market, will ‘‘ change the liquidity of financial operators throughout 
the economy ’”’, and therefore their willingness to lend, by altering the 
capital values of their assets: hence they “‘ have an effect apart from any 
influence they have on the incentive to hold capital goods” (393, 394). 
The authorities thus have to regard the structure of interest rates rather 
than the supply of money as the centre-piece of the monetary mechanism ”’ 


(397). Moreover: 


. if for other reasons the authorities are inhibited in their manipulation of 
interest rates, no mere control of the supply of money can be expected to 
do much (394). 


The Bank of England can influence rates by (1) altering Bank rate or by 
making it “‘ effective ’’ by dealing in securities for cash (“‘ whence it derives 
great influence over the structure of rates, at least at the short end of the 
spectrum ’’), and (2) by other open-market operations designed to alter the 
maturity distribution of marketable debt held in the private sector (369). 
The two sorts of open-market operations lie “at the heart of the Bank’s 
work as the central bank’’. Switches from bonds into bills, the report 
points out, have in this decade had special significance as the means of 
controlling the supply of money by restricting the banks’ liquid assets 
(with rather curious inconsistency it calls this the “‘ credit base of the 
private sector ’’) (374). 

The Committee emphasizes the vital principle that in all its operations to 
influence distribution of the national debt the Bank “ is not a dictator but 
a market operator ’’; it has to be by varying interest rates or prices that the 
Bank induces investors to shift their holdings. Therefore, except in so far 
as it may influence market expectations, “it cannot simultaneously choose 
both the structure of interest rates and the structure of the debt ”’ (375). 
With an eye on the tactics of the past decade, the Committee rubs the 
point in further: “‘ If the Bank insists on not changing the bond prices at 
which it deals, it cannot expect to ‘fund’ (sell long bonds) at a pace of 
its own choosing ”’ (378). 
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How They Worked in 1951-58 


The policy followed by the authorities since the revival of monetary 
action began in 1951 is then described and closely appraised in the light of 
these principles. ‘This account, with the later discussion of principles 
of debt management, strikingly confirms the long-suspected unwillingness 
of the monetary authorities deliberately to operate upon the long-term 
market, until very recently. At the outset of the “ swing away from the 
exhortations and ‘ hints from headquarters’ that had characterized 1951, 
and towards reliance on the rate of interest ’’, the authorities stood aside 
from the long-term market; later they ‘‘ almost ostentatiously followed 
rather than led ”’ it (407). They focused on short rates, and primarily on 
Bank rate, because action was usually forced by the balance of payments, 
and because they had little faith in a policy of acting on long rates except 
through short rates; and for some time they were also reluctant to see long 
rates rise. Such a movement was “ regarded as a nuisance, not as a measure 
of disinflation ”’ (428). Not until the reduction of Bank rate in February, 
1957, did the Bank give a definite lead: it then instructed the Government 
broker to “ discourage any reduction of longer-term rates of interest, and 
made an issue of stock on terms designed to consolidate existing market 
yields ”’ (423). 

Even before that, however, the objective of “ funding ”’, in the technical 
sense of limiting bank liquidity, had been rated above that of getting cheap 
finance for the Exchequer. In support of this effort to contain the money 
supply the Governor of the Bank had “ reinforced the native prudence of 
bankers ”’ by emphasizing that bank liquidity should not fall significantly 
below 30 per cent; he had “ reserved the right to make observations ’”’ if it 
did so (352). The existence of this “‘ device of control’”’ had never been 
officially admitted before 1955 (429). 


Bank Rate and Sterling 


We are prepared to accept the view that in the present state of world 
opinion Bank rate itself has considerable external significance (441). 


It might be otherwise, the Committee seems to imply, in an adult world. 
A 1 per cent rise in Bank rate, if other rates fully follow, is estimated to 
raise the cost of external debt by £15 millions a year (most of which accrues 
to sterling balances); yet any attraction it exerts to overseas funds cannot 
provide a “real strengthening’”’ of the external balance unless lenders 
‘are not universally ’’ covering in the forward market (439). The Treasury 
and Bank and overseas bankers were, however, convinced that the rises in 
Bank rate had caused net increases in the reserves—because of the tradi- 
tional belief that Bank rate itself sets in motion forces strong enough to 
check inflation, or because of its symbolical importance in showing willing- 
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ness to take unpleasant steps to this end. For either of these reasons its 
effects on confidence favourably influenced the “ leads and lags ”’ in external 
payments. On these grounds the Committee made its grudging concession 
to international opinion—but finds it hard to believe that ‘‘ such venera- 
tion’ of Bank rate can persist “‘ if there develops a general scepticism of 
the power of interest rates over the internal situation ”’ (441, and see also 696). 


** Changing Gear ”’ in Interest Rates 


Its own conclusions, however, are not altogether consistent on this vital 
issue. ‘The reactions of many witnesses showed that, when interest rates 
changed, they were concerned not merely with any shock effect but especially 
with the question whether the general level was shifting its bracket—from 
“low” to “ middle” or “ high’”’. If people are “ to be shaken into some 
change of course, the gear must be changed” (442). But the authorities 
in effect generally tended to discourage the view that the gear might be 
changing, by sticking to the short market, and by doing nothing to dis- 
courage the belief that the rises would not be long-lasting (446)—an attitude 
calculated to minimize the effect of their interest rate action. 

The Committee ‘ encountered extreme difficulty ”’ in testing whether 
personal savings directly respond to interest rate changes; the increase in 
savings in the 1950s was probably chiefly due to the fact that the pent-up 
demands of the war and early post-war years had been gradually worked 
off by the early 1950s. As for the direct effects on investment outlays, 
there was “ general scepticism’ among witnesses. Most of the business 
men regarded interest changes as too small in relation to other costs and 
risks to affect either fixed investment or stock holding. ‘There were notable 
exceptions, but while “‘a proportion, big enough to be relevant to policy, 
of business firms were vaguely discomforted by the changes in monetary 
conditions in 1955-57... 

we have not found sufficient evidence to justify a conclusion that in the 
conditions of the 1950s the rise in interest rates would by itself have directly 
provoked a worthwhile curtailment of demand (453). 
This conclusion (or absence of one), it is important to note, is restricted 
to the direct “‘ incentive” effects of interest rates (see page 507 above). 


The Squeeze on Advances 


The main effect of the restriction of bank advances (resulting not only 
from the “ directives’? but also from any effects of higher rates and 
‘“‘ funding ”’ was to drive borrowers to more costly sources; but it did “‘ tend 
to reduce spending or at least to strangle expansionist projects at birth ’”— 
possibly affecting future demand more than current (459, 460). 


Hire-purchase Controls 


There was likewise little effect on spending through the influence of 
higher interest rates on demand for hire-purchase or through the direct 
obstructions to borrowings by the finance companies (because of evasions, 
and diversions to deposit moneys); but a “‘sizeable”’ effect was exerted by 
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each major change in down-payments and term of contracts. This effect 
was, however, of a ‘“ once-for-all’’ kind and was so concentrated on a 
narrow range of industries as to make for industrial inefficiency (468). 
The controls were liable to evasion, except over fairly short periods (466). 


Conclusions on the 1950s 


We are driven to the conclusion that the more conventional instruments 
have failed to keep the system in smooth balance (472). 


To be worthwhile, the Committee thought, a particular measure ought to 
have real effects of not less than £100 millions a year. It found it 
‘‘ difficult to believe ” that the interest changes of recent years could pass 
this test, though the squeeze on advances in 1955-56 (did interest rates 
play no part in this ?) probably did; and so, almost certainly, did the hire- 
purchase controls. Capital issues control was “ negligible, to the point of 
irrelevance’ (471). The monetary instruments employed thus left un- 
touched “large tracts”’ of the economy; elsewhere there was “ pressure 
here and pressure there, though nothing of great moment ”’. 

Hence from time to time the pile-up of demand, and especially its effects 
on sterling, has driven the Government to take action—usually by 
‘package’ deals that have secured quick effects chiefly on the hire- 
purchase front and through direct cuts in public sector investment. These 
two have been the “ residuary legatees ” for real resources, which “ is not 
a comforting thought”. All this, the Committee observes on parting 
from the 1950s, ‘‘ is far removed from the smooth and widespread adjust- 
ment sometimes claimed as the virtue of monetary action; this is no gentle 
hand on the steering wheel . . .” (472). 


Monetary Action in Future 


This peroration does not, however, dispose of monetary action. The 
Committee at once points out that monetary control has not had “a fair 
chance” in the 1950s. The compulsions of falling gold reserves and 
inflationary impulses “ from outside the monetary system” have been too 
strong for its ‘more gentle”? methods (473) and the post-war glut of 
liquidity has militated against it. But Britain’s economy in the 1960s will 
be “ more like that of the 1950s than that of any earlier period” (486)— 
with the important exception that the system will be much less liquid (478), so 
that financial institutions should be “rather more” sensitive to interest 
rates (487). 

Should interest rates be varied to whatever extent is needed to “ make 
them bite” ? The case might be strong, the Committee thinks, if the 
wide fluctuation could be confined to short rates; but to be really useful it 
would have to extend to long rates, and this is ruled out on two grounds: 
first, because of the difficulty of safely reversing a rise in rates (the resultant 
creation of cash, and external suspicions of “ artificial juggling ’’), and, 
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secondly, because the strength of financial institutions “‘ would be regarded 
as gravely weakened ” by wide changes in the values of their principal 
assets (490, 491). 
Although this excludes fluctuations wide enough to have important effects 

on demand, there must always be a positive rate policy: 

The authorities should not aim at complete stability of interest rates, but 

should take a view as to what the long-term economic situation demands and 

be prepared by all the means in their power to influence markets in the 

required direction (498). 
This is necessary because interest rates “ do enter into long-range capital 
planning ”’, influencing the economic allocation of resources, because stabi- 
lization would “ destroy all control over liquidity in the economy ” (494, 495), 
and because, whilst many of the effects develop slowly, “‘ some effect comes 
fairly rapidly through liquidity disturbances ”’ (514). Deferring its detailed 
discussion of the requisite rate technique to the important separate chapter 
on debt management (see page 515), the Committee then turns to the 
scope for other monetary measures. 


CONTROL OF THE BANKS 


Regulation of the banks is required not because they are “‘ creators of 
money ”’ but because they are the biggest lenders at the shortest end (504). 


This rather unexpected proposition flows from the view that the supply of 
money is not “ by itself a reliable policy measure ’’, but the Committee does 
attach importance to control of bank deposits. For this purpose it sees as 
‘‘ overwhelming ”’ the case for maintaining the 8 per cent cash ratio and the 
30 per cent minimum liquidity ratio, and it recommends that the latter 
rule (which it recognizes as the effective one) be made “ absolutely explicit ”’, 
though not necessarily by statute (505). 


Variable Liquidity Ratios 


The liquidity rule, however, may not give sufficient control over advances, 
because the interest-rate brake on investment sales is weak unless and 
until the banks have been denuded of shorts, or because “‘ the authorities 
may ... have decided on other grounds that they do not want to force 
interest rates upwards” (507). Discussing whether additional powers are 
needed, the Committee ‘‘ begins with some presumption against dis- 
criminatory control of banks, at any rate in ordinary times ”’ (504), because 
any such control may be frustrated by other lenders and because the com- 
munity will suffer loss it is forced to turn from the most to the less efficient 
lenders. On these grounds it seemingly comes down—its meaning is here 
especially hard to discern—against the introduction of variable liquidity 
powers as normal regulators. If any such device were used, the Com- 
mittee “‘ would incline towards a straightforward power to raise the 30 per 
cent requirement” (the comparative merit of the contingent “ special 
deposit ’’ scheme, introduced last year but never used, is not discussed); 
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but any increase would have to be drastic if it was to influence bank advances 
rather than investments, and— 
We should find it difficult to justify drastic action of this kind, unaccom- 
panied by general restrictions on all classes of lenders, except in a situation 
[of emergency] (508). 
The assets structure of the banks is, however, importantly changing; the 
liquidity question should therefore be reviewed in a few years’ time. 

If, then, it should seem desirable to raise the bank liquidity minimum 
‘appreciably ” (on the ground that there might be “ periods, not amounting 
to emergencies, in which excessive liquidity persistently embarrasses the 
authorities ”—511), the Government should consider the “ practicability ” 
of imposing comparable restraints on competing institutions by statutory 
powers—in particular, building societies, hire-purchase finance companies, 
probably life insurance companies—and even pensions funds, investment 
and unit trusts, and other types “ yet unborn” (509). But such an exten- 
sion would interfere with business and raise practical difficulties associated 
with the identification and registration of the institutions; and the Com- 
mittee “‘ do not consider such an elaborate extension of compulsory powers 
to be justified in the conditions immediately before us ” (511). 


REGULATORS FOR ‘*‘ORDINARY’”’ TIMES 


Monetary measures can help, but that ts all (514). 


Controls over capital issues and hire-purchase contracts are likewise re- 
garded as unsatisfactory regulators for “‘ ordinary ” times—that is, in con- 
ditions when there is no “‘ obvious threat of catastrophe’’. It is conceded, 
however, that temporary hire-purchase controls might be justified if the 
economy happened to need precisely their particular directional effects. 

Hence the Committee’s one positive conclusion, among many negative 
ones, about the scope for monetary action in ordinary times is “‘ that the 
authorities might make more deliberate use of interest rates’ (514)—that 
this action, in short, must work through the market mechanism rather than 
through new devices—and that management of the national debt “ affords 
in this respect an instrument of singular potency ”’ (982). But monetary 
measures “‘ cannot alone be relied upon”’ to keep the economy in “ nice 
balance’. Indeed, in its listing of ‘‘ main ideas” at the end of the report 
the Committee observes that 

by their nature they are incapable by themselves of having an effect suffi- 
ciently prompt and far-reaching . . . unless applied with a vigour that itself 
creates a major emergency (980). 
Therefore they have to be combined with other measures, fiscal and 
physical, in combinations depending on the shifting balance of relative 
advantages and disadvantages that all of them possess (as well as on the 
shifting priorities attached to the major economic aims in view). 

To appraise these other measures as “supplement or substitute ”’ for 
monetary action the Committee regarded as beyond its terms of reference. 
It remarks, however, that extensive physical control would involve an elaborate 
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administrative structure and suffers from the fact that ‘ frustrated pur- 
chasing power” inevitably “spills over” into uncontrolled markets; it 
concedes, on the other hand, that such controls may be effective without 
elaboration for a short time if the public is in sympathy with them. Control 
at certain vital points might be useful: “in some circumstances ’’, not 
defined, a building control might be preferable to “ exclusive reliance ”’ on 
monetary measures (515). 

On fiscal measures, it is stated that since 1948 the Treasury has put main 
reliance upon them for influencing the pattern as well as the total of 
demand, money measures having “ only a supporting réle”’. The Com- 
mittee does not comment on this, though it observes that the “ certainty ”’ 
of fiscal effects is not so apparent as might appear; some of them “ are in- 
herently no more predictable than those of many monetary measures ”’ (516). 

The more flexible fiscal measures can be made, the Committee concludes, 
the less will it be necessary to rely on monetary action—but it also empha- 
sizes the converse. Equally, “‘ if economic diagnosis can be prompter and 
more accurate, there can be more reliance on monetary measures ”’ (519). 


EMERGENCY MEASURES 


We should . . . expect that the occasion for calamitous restrictions would 
be avoided by more moderate but timely measures (529). 


What part should monetary measures play when steps are needed to 
‘* prevent total loss of control of the economy’? Ina“ catastrophic slump ” 
they could help, but could not be the main remedies (521). What, then, 
of the opposite contingency (“ remote if the economy is in general reason- 
ably run with the support of an informed and understanding public ”’) 
that “‘ a real threat of headlong inflation may develop”’? ‘The Committee 
sought in vain for some ‘ 1959 successor’ to the 1844 restriction of the 
note issue, some “‘ statutory assurance ”’ that a collapse of the pound would 
not be allowed to occur: “ regretfully ’’, it could not “ identify any quantity, 
the statutory restriction of which would solve the problem ”’ (523). 

It did, however, attach importance to a standing provision for such monetary 
measures as could help. ‘The channels at which the Government should 
strike in emergency are precisely those that (as the most efficient channels) 
should be kept most free in ordinary times—bank advances, capital issues 
and consumer credit (524). ‘The emergency itself would temporarily over- 
ride the special objections to controls over each of these, and the “‘ rough 
justice’ permissible then would save the authorities from the need to 
extend control over other institutions (except, perhaps, if the crisis were 
prolonged). 

On bank advances, the Committee points out, the most drastic control is 
a ceiling for each bank, or a global limit with an agreed formula for distri- 
bution, as in 1957-58. As an alternative that would be less restrictive of 
inter-bank competition, it suggests that a uniform maximum ratio might be 
fixed for advances-to-deposits, excluding loans to the public sector (527). 
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As for capital issues, the control would have to be “ hurtful” and quanti- 
tative—fixing a ceiling, say, for all private-sector issues within three months 
—and not of the recent “ ineffective qualitative kind”. Responsibility 
for it would have to lie “‘ in fact ” as well as form with the Government (526). 

No other measures are mentioned in this section on emergency action; 
but “‘ in the present state of world opinion ”’ the Committee can presumably 
be regarded as having bracketed Bank rate action with them (see page 509 
above). ‘The question of varying liquidity ratios is apparently regarded as 
not arising in this context, because of the powerful direct control of advances. 


Policy for Interest Rates 


Policy should contrast with that followed through much of the post-war 
period.... First, the authorities should be taking a view on long rates 
rather than short . . .; secondly, they should give expression to these 
intentions . . . (499). 


Discussion of the “‘ centre-piece ”’ of monetary action for ordinary times is 
set in a highly revealing chapter (which should be prescribed reading for 
everyone interested in the gilt-edged market and the institutions, apart 
from the questions of monetary policy as such) on the management of the 
national debt. ‘The opening statistical section gives new figures of maturity 
structure and distribution of debt, among them the tables reproduced on 
pages 516 and 518. Gilt-edged turnover is shown to be huge, and highly 
variable. In undated stocks, as much as a third or more of the outstanding 
amount comes into the market in a year, and turnover in shorts has some- 
times reached 100 per cent in a half-year (550). 

The debt is seen as providing an “‘ opportunity ”’ to the authorities to 
influence demand in the economy; policy in debt management cannot be 
neutral, and is not merely central in monetary policy but has to be integrated 
with economic policy as a whole (535). The possibilities of action are con- 
ditioned by the preferences of holders; it is observed that liquidity habits 
of the banks, in particular, have established a “ most rigid ’’ demand for 
Treasury bills (and, in less degree, for short bonds), so that funding of 
bills ‘‘ beyond a certain (not very remote) point would cause a major up- 
heaval’”’ (543), and much the same applies to bonds (546). 


Funding Policy 

The authorities’ “ passive, indeed, fatalistic’ attitude to long rates here 
comes under fire again: in spite of their desire to fund, over most of the 
post-war period they have not been prepared to force rates up on the longer 
bonds, sticking to the view that “‘ sales could only be made in any quantity 
on a rising market’ (551). The Committee finds this view “ not easy to 
accept’, arguing that although the market is indeed, as the authorities 
contend, dominated by expectations of future prices (and so may react 
perversely to a given movement), the authorities overrate expectations as 
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independent forces and therefore underrate their own possible influence on 
those expectations (563). 

Policy in the past has also been strongly influenced by a belief in 
“orderly ” markets, a suspicion of “juggling ’’, and the concept of the 
yield as a measure of “‘ Government credit ’’—a concept which the Com- 
mittee contemptuously dismisses as a ‘‘ hangover” that no longer merits 
‘ great weight ”’ (564). As for the risk of “‘ perverse ”’ reactions of markets, 
that has no doubt been present in the past, given the “lack of contact 
between the minds of the authorities and the minds of outside operators 
and commentators ”’; it would be diminished by the deliberate spreading of 
information and fostering of understanding (565). In any case, if the 
authorities “‘ half-heartedly”’ follow a market downwards, “‘ gradually and 
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(Nominal values when available) Treasury | 
| Bills Total Short Bonds 
Per Per Per 
{mn cent {mn cent {mn cent 
Banks and discount houses 
London clearing banks 7” 7 915 35 1,898 13 1,084 30 
Scottish banks id és - 13 -- 347 2 101 3 
Discount houses ; - - 300 11 402 3 402 11 
Certain other UK banks... 25 ] 290 2 128 4 
UK banking offices of overseas and | 
foreign banks - - he 81 - i 293 2 134 4 
Total ..  .. «. | 1,334 50 | 3,230 22 | 1,849 52 
Other major financial institutions | a | 
Members of British Insurance Asso- | 
ciation: life and general funds | 9 | 1,550 11 | 15 --- 
Superannuation funds 900 6 | 
Building societies aa owt 5 — | 150 1 | 
Trustee Savings Bz inks: Special In- | | 
vestment Depts - - | 57 | 
Total | | 2,657 18 | 
| “ _ : 2 a ee Ee ee 
Identified overseas holdings | | 
‘** Overseas official ’’ holdings | 905 34 1,635 1] | 776 22 
Holdings for account of non-residents | | 
by overseas and foreign banks | 84 = 172 1 | 
Other home holders | | | 
Quoted companies on | 400 3 | 
Friendly societies and trade unions | | 140 
Banks’ trustee departments . “a | 438 3 | 
Public ‘Trustee and other trustee | | | 
holdings by public departments .. | | 350 2 
Private individuals (rough estimate) | | 3,000 21 | 
Unidentified items | | | 
Other holders, valuation differences, | | 
etc | 311 12 | 3,236 22 | 926 26 
Total natty outside the  gaiitie | | | ' 
100 | 3,560 10( 


| 
sector .. | 2,648 100 | 14,470 
| | 


——— 
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reluctantly ”’ raising rates, they may permanently damage the appetite for 
bonds (566). 

The task of the debt manager must be to sell securities in maturity 
proportions sufficient to keep the economy from excessive (or insufficient) 
liquidity; if liquidity has alternatively to be reduced by retrenchment in 
public expenditure, that is a ‘‘ confession of failure” (involving “ wasteful 
disruption of plans ’’, like that of 1957). But the authorities must beware 
of causing “‘ a slow but damaging decline’ in activity. Their aim must be 


to push the rate of interest to a level that is high enough to attract sufficient 
firm holders . . . and is yet consistent with a balance between demand in the 
public sector, demand in the private sector, and the available resources of 
the economy (562). 


A continuance of “‘ moderately high” rates may, however, be reasonable 
‘even at times of slackness’’ because a budget surplus is then ruled out. 


Factors Making for Higher Bond Rates 


This is because three factors have been dragging the requisite yield level 
upwards: (1) the steady increase in the debt (a novelty in peacetime), (2) the 
expectation of continuing inflation, and (3) the shift to equities because of 
their “‘ growth ”’ possibilities, quite apart from inflation. The Committee 
rejects the device of linking interest and maturity values of bonds to a 
price index as a means of trying to counter the second influence (573). 

The authorities’ market operations were for too long a “ rearguard ”’ 
against such factors; but now the success of their more recent tactics, in 
preventing long rates from falling, should encourage them to continue a 
more positive policy. Moreover— 

. if a reduction of bond rates were now set in train, the lower rates and 


the increased liquidity entailed might well be reached just in time to be a 
nuisance in the next boom (577). 


A prescription combining moderately high bond rates with a large budget 
deficit may be unusual, but it is right for a world that “‘ remains inflation- 
minded and growth-minded ”’. 

The Committee’s recommendations on the technique of debt operations, 
and on disclosure, have been noted already (see page 499 above). 


Short-term Rates 


So, too, have its principal conclusions on the discount market (see 
page 503). Its views on the role of short rates, which in earlier sections 
it specifically reserved for the section on debt management, are here 
entangled with its appraisal of the bill market, and never emerge clearly. 
The only definite attitude is a negative one—a distrust of the official view 
that wider fluctuations in Treasury bill rates (which the various rate agree- 
ments of the banks and the “ syndication’ system are designed to avoid) 
would be ‘“‘ damaging to the Government’s position as a seller of medium 
and long-term bonds” (588). Admittedly, a sudden change in a rate 
normally (or artificially ?) stable would have a shock effect, but “ if bill 
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rates are constantly moving up and down... there would be no more than 
a ripple at the shortest end of the bond market’’. In spite of the new 
light thrown on the extent of “‘ outside’ holdings of Treasury bills (586, 
and the table reproduced on page 516 above), there is no discussion of the 
effect of changes in short rates as a means of squeezing bank liquidity. In 
default of more positive statements, one is left with the impression that, in 
the Committee’s opinion, movements in short rates are of little account. 
At all events, “‘ if some impact on the pressure of demand 1s sought, the 
authorities must see to it that the movement in interest rates reaches the 
longer-term market, that it amounts to a change of gear, and that there is 
no attempt to brush it aside as a mere technical adjustment ”’ (500). 


Nationalized Industries 

In spite of the importance it attaches to the rate of interest as an influence 
on long-range planning, the Committee can find no way of bringing the 
market mechanism to bear more directly on the nationalized industries 
{though it recommends “ planning rates”? of which “notice must be 
taken ’’—501-503). It does not think that “a nationalized industry equity 
with a fluctuating yield . . . and without a Government guarantee would 


SALES AND PURCHASES OF BRITISH GOVERNMENT SECURITIES* 


(£ millions) 


























1952 | ‘ood 1954, 19 55/19 1957 | 1958 | oe 
| | 1st half 
| a a, See 
Purchases (net) | | | | | 
Discount Houses. . a .. |~- Bi BDBi- 2i- D 3}- 71} 108);}- 17 
London clearing banks ..  ...| 206 103 | 66|-276|- 22] 73]  23]-214+ 
Scottish banks... “| “gol 321} 10l- 44/- 191- 8 2I|- 36 
Northern Irish banks (seven banks) - 1 9 | 1} - 7| - 2i- 1 1i- 2 
Overseas and — banks “a 4 0, 15; 23)/- Si-— 13|;- 21 3ii- 8 
ia | 3) he 11; - 12) - 6 ~ 4 7i|- 6 


Accepting houses. 





ee ee eee 


220| 260 | 109) -403|- 59) - 32] 144] -283t 





Total banks and discount houses 
Members of the Building Societies 
Association 
Overseas official holdings 
Trading companies, private indi- 
viduals and other holders, etc 
of which 


71 3) 6 9} 18] 16) 13]) .. 
- 74{ 35 | 117) 107) 17}- 19}-185|) 84 





116) 251 |- 173! 406 124)— 16] 129] 238t 
| | 
| 














(a) “‘life”’ funds > oe oak at —_ 14 3 123 
(b) superannuation funds - | +. tek on, va kal 45 
Total purchases .. id | 269| 549 a 59| x 101/— 51} 101 39 


ee fe fl 

















Sales (net) . 
Sales as shown in the Exchequer 


| 

financing tables | 
| 

| 

= 

| 

j 

| 


324) 507 | 125) 811 34|- 30} 141] 53 


- 55} 42|- 66 38] 77)- 21/- 36]/- 14 


Less estimated purchases by Public 
Corporations (purchases (—)) . 





eee ee eee | 


269. 549 | 59 119! 101/ - 51] 101 39 


| 





Estimated sales by the public sector/| 








* Including securities guaranteed by the Government. 
t Amended to comply with official errata notice. 
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SALES OF GILT-EDGED BY THE AUTHORITIES AND 
CHANGES IN MARKET PRICES 
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attract much money ”’, and a hybrid stock suggested by Professor Victor 
Morgan would hardly be attractive except for use by the electricity in- 
dustry (593). It also doubts whether stock issues could be underwritten in 
the market. ‘Therefore, ‘so long as the securities are equivalent . . . to 
Government bonds ’’, the present system of providing long-term finance 
direct from the Exchequer should continue. ‘Temporary finance should, as 
now, come from the banks—at a rate of interest below that charged to any 
private borrower but “ rather ”’ above the Treasury bill rate. 


Local Authorities 


Here, unexpectedly and rather inconsistently, the Committee deliberately 
sets the market mechanism aside. It comes out flatly against the strong 
revival of market borrowings by local authorities that has been deliberately 
forced by Government policy since 1955 through its tight control of access 
to the Exchequer-fed Public Works Loan Board, which in the preceding 
decade had furnished a very large part of local authority requirements. It 
argues that the weight of these borrowings is “ not always negligible ” 
from the point of view of monetary control, that “‘ fragmentation ” of bor- 
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rowings involves “ unnecessary’ cost, that the level of requirements is 
largely determined by social legislation and closely controlled by the Govern- 
ment. The only justification, it is said, for the present policy is that it 
avoids borrowing on Treasury bills (to finance the PWLB) and so gives 
greater control over the liquidity of the banks. But this argument, which, 
of course, was the reason for the change of policy in 1955-56, would have 
“some force” only if “‘a very short period were in question” (598). 
Therefore— 

the Exchequer should stand ready to provide long-term capital through the 


PWLB .. .. to any local authority that is not able or does not want to raise 
the money . . . in the market on its own credit (596). 


More surprising still, the PWLB is expected to lend at the current gilt- 
edged rate for the relevant maturity. As for temporary finance, this should 
still come from the banks—at a rate less than that charged to any industrial 
borrower but “‘ somewhat ”’ above the T'reasury bill rate (599). 


The Bank of England 


.. . the policies to be pursued by the central bank must be from first to 
last in harmony with those avowed and defended by Ministers. . . . 
In saying this we are not saying anything that differs in any important 
respect from the views .. .put .. . by the Treasury and Bank (767, 768). 


The question of the status of the Bank of England, and its relationship 
with the Government, was bound to be a central one in the inquiry; it 
was given further significance by the controversy, notably about the part- 
time directorships, aroused by the Parker Tribunal’s investigation of the 
alleged Bank rate “ leakage ”’ in 1957. 

The full court of directors, the Committee finds, is not, in spite of its 
formal responsibility, the real source of policy decisions. On all matters 
of central banking the Bank’s views are formulated in the Committee of 
Treasury (comprising the Governor and Deputy and five other directors, 
only one of whom may be a full-time director), which on these matters 
‘‘can be treated without qualification as the voice of the court”’ (756). 
Moreover, the Governor (or Deputy), if only by reason of his confidential 
information and continuous chief executive responsibility, is the main 
projector of issues in committee; and although the present Governor 
attaches high importance to “ keeping his colleagues in the picture at all 
times’ and to securing their concurrence, the Committee of ‘Treasury 
‘‘is and must be in essence advisory to the Governor ’”’ upon whom falls 
the “ responsibility for initiating and formulating advice or proposals. . . 
to the central government . . . or recommendations . . . to the full court ”’ 
(759). It is likewise through the Governor that the advice of any other 
director, separately consulted, is brought to bear. 
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Relations with Government 


The practice of collaboration with, and ultimate deference to, the Govern- 
ment was established long before the Nationalization Act of 1946; but 
since the war both parties have been trying to evolve an allocation of func- 
tions which, while recognizing the paramountcy of the Government, 


accepts the advantages of retaining in the Bank a separate organization with 
a life of its own, capable of generating advice, views and proposals that are 
something more than a mere implementation of its superior’s instructions (761). 


é 


The Committee regards the result as “ generally satisfactory ’’—with the 
reservation that the problems are not static, and subject to its dissent from 
the view that the 1946 Act left the Bank with different degrees of responsi- 
bility for certain of its functions (in the “ affairs of the Bank ”’, including 
the fixing of Bank rate and management of the money market, the court 
has been regarded as having “ first’ or “‘ direct’ responsibility, subject to 
the ultimate authority of the Government). 

In operating the Exchange Control the Bank is formally the agent of the 
Treasury, but the Committee emphasizes that in all its wide-ranging work 
in the external sphere the Bank is inevitably much more than an executant: 
‘‘in this field it is peculiarly difficult to divorce the framing of policy from 
the carrying out of operations, especially when the latter are in the hands 
of experts whose technical brilliance is admired the world over” (333). 
But in general the Bank’s rdle in all its functions is seen to be that of acting 
as a “‘ highly skilled executant .. .” with the duty “to advise to the best 
of its ability and, having advised, to execute within the limits of the deter- 
mined policy ”’ (770). 

This does not mean that the Bank should become simply “a rather 
exceptional Government department ”’; in any case, its organization is and 
must be “‘ much closer to that of a business enterprise than that of . . . the civil 
service ’’ (770), and it enjoys a “ peculiar status ”’ in its overseas connections 
with the sterling area, other central banks and international agencies. 


Advisory Standing Committee 


In effect, the Committee accepts the present organization, and the present 
relationship; but it suggests two changes that it represents to be changes of 
form rather than substance. ‘The controls within the sphere of the central 
bank are not the only available monetary controls; for this reason, and also 
to ensure adequate “ forward planning ”’ of economic policy as a whole, it 
thinks there should be a Standing Committee, advisory in character, to 
co-ordinate “‘ monetary policy as a whole’”’. This Committee, with the 
Chancellor “ officially’? chairman but the Economic Secretary acting 
normally, would, it is suggested, comprise the Governor and Deputy and 
two other Bank representatives, four ‘Treasury officials, and two from the 
Board of ‘Trade (773). It would be “ standing practice’”’ for the Chan- 
cellor to invite the views of this body on any proposals about monetary 
policy he was asked to approve; but such an arrangement, the Radcliffe 
Committee thinks, would not diminish the Bank’s influence in policy 
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making (775). ‘‘ The Governor will need, as before, to put together a 
Bank view... .’’* 


Fixing Bank Rate 


Secondly, it is recommended that since the “true responsibility” for 
deciding the level of Bank rate lies with the Chancellor, “‘ this should be 
made explicit, by the announcements being made in the name of the 
Chancellor and on his authority”’. This might necessitate the issue of a 
statutory “‘ direction”’ to the Bank under the 1946 Act—but that would 
have the incidental advantage of bringing into use a power that ‘ may 
acquire by disuse too momentous a significance to allow of its being used 
at all” (772). ‘That statutory form in itself demands prior consultation 
with the Bank; but, aside from that, the “‘ normal expectation”? would be 
that Bank rate proposals would, as now, originate from the Bank. Moreover, 
‘in all that relates to operations in the monetary and credit system the... 
views of the Bank . . . are entitled to very great weight in the councils of 


Government ” (772). 


Part-time Directorships 


The risk of embarrassment through dual loyalties and advance knowledge, 
notably about an impending Bank rate change, was highlighted by the 
Parker inquiry; but the embarrassment in 1957, the Radcliffe Committee 
points out, was mainly due to the special circumstances that led the Governors 
to consult other directors much earlier than they normally would have 
done (779). It flatly rejects any “‘absolute”’ step to get rid of “‘ any such 
embarrassments as we can discern’; it recognizes that the Bank gains “ an 
advantage that would not be obtainable in other ways’ by having part-time 
directors, and that it would be “a weakness ”’, as well as illogical, to try 
to exclude particular interests, such as partners in merchant banks. 

There is, however, the important proviso that the rdle of the part-time 
directors remains advisory, and in a somewhat limited sense. ‘The sug- 
gested formal process for Bank rate changes and the Standing Committee 
will make clear the “detachment” of the part-time directors from 
*‘ responsibility for actual decisions on policy ”’ (785); moreover, it will not 
be “‘ either necessary or appropriate that the timing or measure”’ of any 
Bank rate change should be “ communicated ’”’ to members of the court 
beforehand (except “ for good order ”’ at the time of change and, necessarily, 
to those who are on the Standing Committee). ‘This, however, is not 
regarded as precluding prior consultation with any member of the court. 

The special réle of the part-time director, apart from that of supervising 
administrative activities, is indeed to be a consultant, and more than a con- 
sultant, because more can be expected “from a consultant who, as a 
member of the governing body, accepts a corporate responsibility for the 
formation of the views that are to be canvassed ”’ (786). But the Com- 
mittee leaves open the vital question of how far the Governor could go in 





* On this issue, in particular, see the comments of Sir Oscar Hobson on page 542. 
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explaining the situation on which he seeks advice: in his evidence before 
the Parker Tribunal, Mr Cobbold observed ‘“‘ that the full consultation to 
which I should have to go if I were to get the full value of their advice 
would be very similar . . . to their knowing I was making a proposal ”’. 
(An extended analysis of this and other evidence given before the ‘Tribunal 
appeared in The Banker in March, 1958.) 


Upgrading the Intelligence Department 


On the internal organization of the Bank, the Committee makes only 
one firm suggestion. Because of the high importance it attaches to economic 
intelligence, to the instigation by the Bank of research and to a more 
adequate flow of comment (see page 531 below), it thinks that the head of 
the Bank’s intelligence department should have the rank of executive director; 
the department’s activities should be an “ integral part of the Bank’s own 
undertaking ” (776, 777). 


External Aspects 


The fact of dependence on transactions with other countries simul- 
taneously imposes limitations on the feasibility of achieving other oljec- 
tives such as full employment or price stability, and on the use of monetary 
and other measures by which those olyectives can be secured (606). 


The Committee therefore devotes close attention to the international 
aspects of the monetary system and in particular to the implications of 
Britain’s role as banker to the sterling area. Many significant facts are 
brought to light and some important statements of policy are enunciated. 


Reserves and Liabilities 


The starting point is the level of the central gold reserves: because of 
their inadequacy “the main turns in [monetary] policy have been largely 
forced on the authorities by movements in the reserves, whether or not 
the domestic situation needed corrective action at the time or through the 
measures selected” (611). The two main sources of pressure on the 
reserves have been rapid deteriorations in the balance of payments and 
sudden changes in movements of short-term capital. Apart from 1951, 
however, the current balance has never deteriorated by more than £300 
millions in a single year. ‘The movements in short-term capital have been 
more erratic: the average swing in sterling balances between one year and 
another since the war has been about £250 millions, though the actual 
movements have ranged up to {630 millions in 1952-53. Even less pre- 
dictable, and almost certainly more perverse, have been the leads and lags 
in commercial payments, which “ may reach a total running into hundreds 
of millions of pounds without any infringement of existing regulations ”’. 
They may have caused the loss of some £90-100 millions in the third quarter 
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of 1957, nearly half the fall in reserves that led to the 7 per cent Bank 
rate (640). 

Clearly, strong reserves are necessary if the domestic economy is to be 
cushioned from such shocks. The Committee feels that the manner in which 
Britain’s liabilities are presented puts the position in too unfavourable a 
light and that it would be valuable to publish figures of reserves and lia- 
bilities in a single monthly statement. In whatever way it is presented, 
however, the relationship between reserves and liabilities remains unsatis- 
factory. Treasury witnesses to the Committee said that it had been “‘ the main 
aim of policy’ to improve this relationship, but appeared to be ‘‘ com- 
paratively indifferent [to] which form the improvement took”’. The Com- 
mittee itself feels that an increase of reserves should have priority over a 
reduction in liabilities. Moreover, it regards a reinforcement of inter- 
national liquidity and improved access to emergency lines of credit as 
preferable to any large-scale investment in additional reserves. 


Increasing International Liquidity 


The problem of international liquidity, says the Committee, cannot be 
disentangled from the problem of international balance. It rejects the argu- 
ment that an increase in the world gold price would be an effective or desir- 
able way of increasing liquidity (673). It would be preferable to make 
use of the machinery created at the end of the war. In particular, it should 
be a principal object of policy to widen the scope of operations of the 
International Monetary Fund, transforming it, perhaps, along the lines 
originally proposed by Keynes into “ an international central bank, with its 
own unit of account, free to accept deposit liabilities or extend overdraft 
facilities to the central banks of member countries’’. All such schemes, 
however, are “‘ in large measure dependent . . . on the preservation of inter- 
national balance and on a pattern of settlements in which no one country 
is in an overwhelmingly creditor position on short-term account ”’ (679). 


The Dollar Problem and Convertibility 


Liquidity is needed to meet a departure from balance. “‘ So long as no 
one country is a large and persistent debtor or creditor, a succession of 
deficits and surpluses can be handled with remarkably small liquid reserves. 
But if, as has been the normal experience of the past generation, the 
departure from balance is more profound . . . the investment in liquidity 
necessary to see matters through will have to be very heavy, and is unlikely 
to be made”. The Committee therefore turns to the dollar problem, 
which it thinks, noting the striking improvement in the past two years, 
‘“‘is likely to be more intermittent and less intractable than is sometimes 
supposed’. Nevertheless, “we must certainly be prepared to see any 
greater pressure on resources, and any correspondingly greater inflationary 
impulse, outside the United States, result in a renewed deficit in trans- 
actions between the rest of the world and the United States ”’ (685). 

It is against this background that the Committee discusses convertibility 
and non-discrimination. It agrees both with the decision to make sterling 
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convertibility one of the main aims of policy and with the decision to delay 

convertibility until some form of international balance has been restored. 

It adds, however, that: 
Any recurrence of circumstances in which an important creditor country was 
taking no action to prevent, or was unsuccessful in preventing, a persistent 
and large-scale inflow of gold and foreign exchange would warrant the 
reinstatement of discriminatory measures, including, if necessary, limitations 
on convertibility (689). 

In particular the Committee has serious doubts whether the scarce currency 

clause (Article VII of the IMF), which was designed to deal with such a 

conjuncture, is workable in practice. For this reason: 
We could not recommend that the United Kingdom should forswear the use 
of discrimination in all circumstances. ... Before accepting the obligations 
of Article VIII* the United Kingdom should seek to obtain the agreement 
of her fellow members of the International Monetary Fund that the Fund’s 
approval for the use of discriminatory measures should not be withheld in 
conditions in which there is a persistent and substantial movement of gold 
and foreign exchange to a single country or group of countries (690). 


The Future of the Sterling Area 
The Committee stresses the “ general harmony of interest” between the 
United Kingdom and the rest of the sterling area and the mutual con- 
venience of free multilateral trading within the area. 
Although there have been occasions when the functioning of the sterling area 
has thrown an added strain on the reserves and when the capital require- 
ments of the area have added to the total load on the reserves of the United 
Kingdom, we are satisfied that it is in the interests of this country to main- 
tain existing arrangements (656). 


Full convertibility, it recognizes, would inevitably tend to weaken some of 
the links between the members and remove inhibitions about running a 
deficit with non-sterling countries; but “it does not appear to us that it 
would alter anything fundamental in the functioning of the area’’. 

The Committee also stresses the advantages to Britain arising from 
sterling’s rdle as an international currency. 


Bank Rate and the Reserves 

The Committee reviews at some length the various methods of protecting 
the reserves that are open to the authorities. The first task, however, is 
correct diagnosis: identifying the external pressures on sterling and deciding 
whether they are likely to be temporary and self-correcting or persistent 
and cumulative. 

The traditional weapon for protecting the reserves is Bank rate. The 
Committee is uncertain of the extent to which changes in Bank rate affect 
the flow of international funds. Its views are summarized on page 509 
above. It finds, however, some evidence that high rates tend to check 
borrowing in London and that if the rise in rates works its way through 
to the capital market overseas investors may be induced to buy stocks and 





* Which requires the removal of restrictions on all current payments.—£DITOR. 
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shares in the London market ‘‘ on a considerable scale’’. Moreover:— 


The fact that changes in rates have had only a limited effect on the move- 
ments of funds in a period when sterling was weak does not imply that they 
will be correspondingly ineffective if sterling is strong. Once there is con- 
fidence in sterling, interest differentials tend to exert a more unobstructed 
influence on borrowing and lending . . . (702). 


Exchange Rates—Fixed or Free ? 


The Committee sees little worth in the proposal that the pegging of 
forward exchange rates could be used as an alternative to higher money 
rates to safeguard the reserves. Forward rates, it recalls, were pegged until 
1951, but “ experience did not suggest that this tends to protect the reserves ”’ 
(706). On the other hand, it sees “‘ no reason why the authorities should 
refrain from supporting the forward rate when they see fit” and agrees 
that such operations might play a useful part at times when there was 
confidence in the pound and a divergence between interest rates at home 
and abroad (707). 

Similarly, it finds the “ flexibility ’’ allegedly provided by a more widely 
fluctuating exchange rate to be largely illusory: 

Fluctuating exchange rates . . . would only be of assistance in protecting the 
reserves if they resulted in an inward movement of capital when sterling was 
under strain. This... seems to us'doubtful in present circumstances. The 
longer-term effect on overseas holders of sterling would be likely to be 
unfavourable. For these reasons we are strongly in favour of a fixed parity 
for sterling rather than a system of fluctuating rates (722). 


Control of Overseas Investment 


‘With all its limitations, some control over capital movements should 
be retained’. ‘The Committee comes out firmly, however, against any direct 
action to limit the volume of overseas investment. It estimates that the 
annual gross flow of private investment from this country has increased 
from £250 millions to £400 millions over the past five or six years,* and 
notes that the magnitude of this flow has led to suggestions that it would 
be preferable to use a larger part of the current surplus to improve the 
relationship between reserves and liabilities or to employ the resources at 
home in increasing Britain’s competitive power. ‘The choice, however, is 
not a free one: first, the more rapid development of Commonwealth countries 
is one of the objectives of Government policy; secondly, overseas investment 
often contributes to an expansion or cheapening of the supplies of imports 
and generates additional export opportunities; thirdly, there is no certainty 
that action to limit investment overseas would cause a faster rise in the 
reserves since it would reduce demand for Britain’s exports (740-743). 

The Committee was therefore glad to learn from the Treasury that it 
was now assuming that the “‘ desirable ’’ balance of payments surplus in the 
early 1960s should average £450 millions a year (734). This would allow 
£150 millions for repaying short-term debts and building up the reserves, 
£90 millions for new government lending and repayments of loans, and 





* The new figures on overseas investment are discussed in a note on page 486. 
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just over £200 millions for net additions to private overseas investments. 
A surplus of this size, the Committee thinks, might allow some further 
easing of the Treasury’s informal control, particularly of borrowing by sub- 
ordinate authorities. 

In the last analysis, however, if it should be found that Britain could not 
sustain sufficient overseas investment without injury to its own economic 
development, Britain itself might consider borrowing abroad. 


Charting the Flows 


If monetary policy is not to be authoritarian, and there is to be an 
informed opinion exercising an independent critical judgment over the 
measures adopted, the authorities must seek to avoid any unnecessary 
disparity between the information at their disposal and the information 
released for publication (865). 


First, however, the authorities themselves must have more information 
at their disposal. The Committee’s recommendations on the type of 
additional information required follow logically from the techniques of 
monetary control it advocates: the authorities should seek to build up a 
complete picture of the flow of funds through the economy. The Com- 
mittee recommends that the statistics made available to it should in future 
be compiled regularly and published, possibly in a special digest of monetary 
statistics. At some points, however, the picture is still very sketchy: here 
the Committee stresses the need for additional information, particularly 
on investment, company finance, personal savings and the ownership of 
government debt. Many of its recommendations for improving the statistics 
of financial and other institutions are designed to throw more light into 
these dark corners. Its main recommendations are summarized below. 


The Financial Sector 


Banks and Discount Houses: The first basic requirement is that figures 
should be available covering the operations of all banks, since “* the experi- 
ence of one group does not accurately reflect the experience of all”’. The 
Committee, therefore, ‘‘ sees no reason why ” other banks should not pub- 
lish aggregate monthly statements on the same broad lines as the London 
clearing banks. It also suggests that the aggregates of monthly figures 
furnished by the discount houses to the Bank of England should be pub- 
lished. On the quality of the figures themselves the Committee stresses the 
importance of “‘ clean”’ figures of bank deposits and advances. The Com- 
mittee thinks that it would be desirable to publish a quarterly analysis of 
(larger) deposits with the clearing banks parallel with the analysis of advances. 
It would be an advantage if both analyses could be carried out “ at, or at 
least near, the end of quarters ”’. 

Some of the Committee’s most important recommendations relate to the 
disclosure of gilt-edged portfolios. ‘The Bank of England “ should collec: 
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and publish quarterly figures of the holdings of gilt-edged securities by the 
joint stock banks, the accepting houses and discount houses as a single 
group, distinguishing between those with five years or less to run to maturity 
and those with more than five years... .’ In addition, “‘ quarterly figures 
of net cash transactions in gilt-edged, which have been supplied to the 
Bank of England by the clearing banks and the discount houses since 1943, 
should now be published . . . as part of a consolidated total for the joint 
stock banks, the accepting houses and the discount houses together ”’ (820). 


Insurance Companies and Pension Funds: The net rate of accumulating in 
these two groups is now some {600 millions a year. ‘The Committee sug- 
gests that companies doing insurance business in Britain should provide 


ASSETS OF FINANCIAL INSTITUTIONS OUTSIDE THE PUBLIC SECTOR 
(£ millions) 







































































































































































1938 oe Annual Changes 
1952 | 1953 | 1954 | 1955 | 1956 | 1957 | 1958 
| a | 
London clearing banks 2,320 | 7,300 | 130 | 240; 250] - 330 50} 270) 300 
Scottish banks .. aa 340 930 10 | 30)-— 30/-— 60;- 10 20; 10 
Northern Irish banks .. 50 150 _— | 5 10;- 5) 5} — 5 
Members of BBA not | | | 
included elsewhere .. 50 120 on "7. ee + 
CWS and SCWS banks 110 200 |- 5 | 5 10; — |- S5;- 5)-20 
Accepting houses 20 |-10 | 20) 2\-t0oo —|—| 
Overseas and foreign | 
banks: banking offices | | 
in UK . - 1,060 10 |; 50; 120;- 60;- 90; — 190 
Silecnunt houses 1050 | 40 | 20/ — |- 20! 110/ — | 100 
Trustee Savings Banks | 
(Special Invest Depts) 100 350 10 20 50 30 50 30; 30 
Members of the Finance | | 
Houses Assoc. . 280 50; — 70} 60 
Insurance companies | 
estab in Great Britain | 1,740$| 5,990 | 220 | 280) 350 390! 380; 390) 400 
Superannuation funds. . “ 2,500 (140)*| * * * | # * (250)* 
Collecting societies 90 300 10 | 15 15 15) 15 15; 15 
Building societies 760 | 2,620 | 120 ; 160; 220; 200; 160; 180; 200 
Investment Trusts - 710|'|| — | 10 25 25; 25 15; 15 
Unit trusts 80 me as | a a erie ie 4 
FCI 40 9 j- 2- S)- 13 2;}- 13; 13 
ICFC .. . er 40 3 2 1 3 1 3 2 
Agric Mortgage Corp.. 10 40 5 — al 2 + 2 3 
Public (quoted) non- | | 
finance companies | 
(financial assets) 1,700} 50 | 170 70; 20}-100; — 
oe i. aa nial 
Private individuals (excl. | 15,000+ | 25,0007 | The information available does not allow 
pension rights, life as- | | adequate estimates of annual changes to be 
surance policies, house- | made, but the annual changes in the market 
hold goods, trade assets, | value of assets is sometimes very large. 


land and buildings) 


i 
| 














* Annual increase rises from about £140 millions in 1952 to about £250 millions in 1958. 


‘| 1957 figures. 


t Order of magnitude: market prices. 
J Order of magnitude: market prices. 


1932-34 figures. 
§ 1937 figures. 
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quarterly figures of their purchases and sales of financial assets, preferably 
showing separate figures for transactions in short bonds. The larger com- 
panies, at least, should supply quarterly figures of net premium income 
from life business, distinguishing between group and personal business 
‘since these two may not show the same trend and the sources of their 
funds lie in different sectors of the economy ”’. The information collected 
in the special survey of pension funds undertaken by the Committee should 
be obtained regularly for a sample of funds, including all the larger ones. 


Building Societies: The quarterly returns of sales and purchases of govern- 
ment securities made to the Building Societies Association should be aggre- 


gated and made public. 


Investment Trusts and Unit Trusts: “‘ At least annual”’ data should be 
collected of aggregate security holdings and of sales and purchases distin- 
guishing overseas securities, government and local authority stocks. 


Hire-purchase Companies: A summary of the main balance-sheet items of 
finance houses should be provided at regular intervals to the authorities, 
and if possible published. 


Stock Exchange Transactions: ‘‘ Such information as is available about 
the volume of business done on the Stock Exchange ”’ the Committee says 
in a notable piece of understatement, “is inadequate’’. Its only specific 
suggestion, however, is better data on dealings in gilt-edged securities. 


Other Investment Institutions: The annual reports of the growing group of 
institutions engaged in medium-term and long-term financing of industry 
in this country and in the Commonwealth—ICFC, FCI, CDFC, Agricul- 
tural Mortgage Corporation, ‘Tanker Finance, etc—should show liabilities 
to the Government, banks and insurance companies separately and should 
give figures of purchases and sales of securities. 


Company Finance 


The publication of annual balance sheets by public companies provides 
most of the relevant information—though after a considerable time-lag— 
about the liquidity of those companies and the main sources of their funds. 
There is no comparable information, however, about unincorporated com- 
panies. ‘The Committee suggests that the Inland Revenue might aggregate 
and analyse data supplied to them and thus provide information about the 
liquidity of, and the credit extended and taken by, small businesses and 
unincorporated companies. 

For more up-to-the-minute information about the finances of companies 
as a whole the Committee suggests that the sample of companies from 
which the Board of Trade collects quarterly figures of stocks and fixed 
capital expenditure should be invited to supply figures of their bank deposits, 
Treasury bill holdings, new capital raised by market issues, changes in 
overdrafts, and outstanding totals of trade credit. If the information so 
obtained could be co-ordinated with the Inland Revenue’s quarterly figures 
of estimated gross profits a fairly prompt picture could be obtained of 
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company liquidity and hence of the financial pressures at work in the 
private sector. ‘‘ We therefore attach great importance to efforts to give 
effect to this suggestion ”’. 


Personal Finances 


The Committee stresses the scope for further research, both official and 
private. In particular it notes the need for more information about per- 
sonal savings: ‘‘ We have found no satisfactory explanation of the large 
changes that have taken place in rate of private savings over the past ten 
years and very few data on which to base an explanation ’’. 


Overseas Transactions 


On the presentation of the balance of payments figures the Committee 
has little to say. It recommends that the notorious “ Other (net) ”’ item— 
which masks net overseas earnings from oil, insurance, civil aviation and 
various other invisibles—should be broken down, or some textual explanation 
offered for its large swings. 'The Committee’s main recommendations relate 
to statistics of short-term capital movements. It suggests the compilation 
of separate figures of the bills and gilt-edged securities held on non-resident 
account by commercial banks and discount houses, of deposits held by 


ACCEPTING HOUSES* 
Selected Sterling Liabilities and Assets at December 31, 1958 


({£, millions) 





Liabilities: 
Current and deposit accounts - - ee 220 
Acceptances outstanding - ‘a a 121 
Residents... isa - a - ee 81 
Non-residentst 4 - sia ee vr 40 
Assets: 
Cash .. “s ‘a - - “eo oe 1 
Balances with other UK banking offices .. “ 7 
Money in the London money market 7 - 64 
Money on short loan to UK local authorities - 27 
UK Treasury bills discounted bi oe is 14 
Other bills discounted ie a 7" - 17 
Gilt-edged securities at book value or cost “a 45 
Five years or less to final maturity - i 23 
Other gilt-edged securities ie - si 22 
Other sterling securities 14 
Advances - aa ea a? - ea 68t 
To UK residents .. be is - - 41 
To non-residents . . ‘a aa - oa 27 
Total, above assets i sa an 257 
Acceptances outstanding (per contra) - ee 121 
* Seventeen members of Accepting Houses Cttee. + Including banking offices overseas. 


commercial banks for non-residents and of advances to non-residents. The 
major gap in our information, however, lies in the movement of ordinary 
commercial credit, leads and lags in which can have a very appreciable 
effect upon the gold and dollar reserves. The Committee suggests that a 
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pilot inquiry, on a sample basis, should be held among firms engaged in 
foreign trade to determine what statistics could usefully be collected. 


The Public Sector 


Of all the Committee’s recommendations on statistics the most important 
concern the public sector. The major requirement is that “ it should be 
possible to give an account of the transactions of the public sector with the 
rest of the economy” and in particular “to show adequately how the 
borrowing and lending operations of the public sector are reacting on general 
liquidity’. Such an account should distinguish transactions with the 
banking system from transactions with the rest of the capital market and 
should show how far the Government has financed itself by the sale of 
Treasury bills, short bonds and longer-term securities. It should be pub- 
lished, says the Committee, “‘ at more frequent intervals than once a year, 
preferably quarterly ’’, but no indication is given of the time-lag, if any, 
that would be appropriate. 

To make the impact of the operations of the private sector more imme- 
diately apparent the Committee throughout its analysis defines the national 
debt as the total debt of the public sector that is held outside the public 
sector. ‘This, incidentally, brings notes and bankers’ and “ other ” deposits 
at the Bank of England into the national debt, but excludes the very sub- 
stantial amounts of gilt-edged securities held by government departments. 
A corollary of this definition, of course, is that the departments’ subscriptions 
to new issues of stock and their acceptance of conversion offers should be 
disclosed. Great stress is laid by the Committee on the need to discover the 
distribution of the national debt among the main groups of holders and to 
break down the totals for each group according to the maturity of the debt. 

The Committee further recommends that public corporations and local 
authorities should publish quarterly capital accounts, showing capital 
expenditure, size and sources of borrowings, etc. 


Official Comment 


In addition to compiling and publishing regular statistics, the authorities 
ought to comment and interpret. This function, it is suggested, might well 
be served by transforming (apparently out of all recognition) the annual 
report of the Bank of England, “‘ the meagreness of which has become a 
byword’. ‘The Committee has suitably little sympathy for the Bank’s 
claim that its hesitations over expanding the annual report have stemmed 
from fears of “‘ embarrassing ”’ the Government. 

It suggests that the new report might also include articles on special 
subjects, instancing the evolution of exchange control, the finance of exports 
and imports, and a study of movements in commercial credit. “The adequate 
treatment of some of these topics would outrun the limits of an annual 
report and the Bank might therefore consider the publication either of a 
quarterly bulletin or of short monographs similar to those published by the 
Federal Reserve Bank of New York. 
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Filling the Credit Gaps 


In general we have seen that financial institutions are quick to develop 
in response to changing needs; indeed some of the most intractable prob- 
lems of monetary control spring from this adaptability . . .”’ (866). 


The Committee, in short, has not found any serious gaps in the provision 
of credit, such as the Macmillan Committee found. It has, however, 
found a few shortcomings in the facilities for providing certain types of 
credit and has suggested how these might be remedied. 


Finance for Exports 

On the whole the Committee finds that the Exports Credits Guarantee 
Department is playing an adequate part in the provision of credit to Britain’s 
customers. It sees “‘ no reason of principle’, however, why the Depart- 
ment should not give guarantees confined to commercial risks or to transfer 
risks instead of insisting on covering all types of risk in a comprehensive 
policy. It also believes the ECGD “to be mistaken in insisting that 
overseas buyers should not be told when credit given to them has been 
guaranteed by the Department ” (884-886). 

Its main inquiries were concerned with the maximum period of the 
guarantees, which, as a member of the Berne Union, the ECGD will not 
extend beyond five years from the date of shipment or acceptance. All the 
representative associations of the capital goods industries that gave evidence 
told the Committee that this period was too short. The Committee con- 
cludes that “‘ the maximum period of cover cannot be determined in advance 
by reference to some general principle of credit insurance; it has to be 
related to the domestic and international economic situation at the time .. .”’. 
No particular changes are proposed, though it is pointed out that if at any 
time the Government thinks that insufficient assistance is being given, and 
is ready to commit public money, it can use its existing powers under 
Sections 2 and 3 of the Export Guarantees Act of 1949 to make loans to 
overseas governments, and that it might be preferable to do so rather than 
to lengthen the general run of export credits. 

On the provision of longer-term credits the Committee finds that there 
is a “‘ gap’ in the capital market in that there is little demand for private 
debt with a maturity between eight and twelve years. If it were ever 
decided to lengthen the term of ECGD guarantees this might present a 
serious obstacle to the financing of exports. ‘The Committee suggests that 
in that event credit advanced by a bank and guaranteed by ECGD might 
be made eligible for re-discount at the Bank of England so long as it had 
more than five years to run to maturity or made eligible for use as collateral 
for advances to a discount house from the Bank so long as it had not more 


532 








than two, or possibly three, years to run. If, however, it were still found 
that the gap had not been filled it might be necessary to establish an Export 
Finance Corporation that could draw funds from institutional investors by 
the issue of suitable securities (896, 897). 

The situation in which such suggestions would become relevant, how- 
ever, is hypothetical and the Committee hopes that it will never arise. It 
believes that ‘‘ this country is not likely to be the main beneficiary of an 
international credit race... . We consider that the immediate approach 
to the problems of export finance should . . . be . . . to encourage by word 
and deed the international provision of capital untied to specific purchases ”’. 


Agriculture—“ No Fundamental Gap ”’ 


Here, the shortcomings are more on the side of demand than on that of 
supply. ‘“‘ It seems that many farmers will not enter into a debt with the 
banks as a matter of principle, while others regard bank credit as too uncer- 
tain, because advances are technically repayable at call, and in practice 
subject to annual review’’. ‘This lack of confidence finds its counterpart 
in the reliance on merchants’ credit, which is put at about £120 millions 
compared with a total of bank advances outstanding to agriculture of £279 
millions in May last. Such merchants’ credit is expensive—witnesses put the 
average interest rate at between 12 per cent and 20 per cent. Long-term 
capital is provided by the Agricultural Mortgage Corporation, whose out- 
standing loans at March 31, 1958, totalled £33 millions, but more sub- 
stantially by private lenders, whose loans may amount to £450 millions. 

The Committee is satisfied that there is no “‘ fundamental gap ”’ in the 
short-term credit structure. ‘‘ It seems clear to us that the banks are in 
practice able and willing to meet all creditworthy applicants for short- 
term credit and medium-term credit, and often for long-term credit also. . . . 
The need is for something that will encourage the farmers to go to their 
bankers’. That something, the Committee suggests, is better under- 
standing among farmers about what the banks can provide and about the 
actual rather than the formal conditions on which bank credit is likely to 
be made available. If such explanations do not entirely allay the farmers’ 
fears, however, the banks “ should be ready to offer term loan facilities 
within reasonable limits ”’ as an alternative to an overdraft (922). 

Finally, the Committee “ cannot support any proposal the basis of which 
is a concessionary rate of interest for agricultural borrowers ” (930). 


Finance for Small Businesses 
Here also the Committee finds that many of the difficulties lie on the 


demand side. ‘‘ We believe that, with certain modifications, the existing 
institutions can look after the ordinary requirements of small businesses for 
capital... . But it is important that the bank managers, solicitors and 


accountants who are the professional advisers of small businesses should be 
well informed about the existing institutions and what they have to offer ”’. 
Again, term loans might be offered to borrowers who wish to be certain of 
their funds for a specified period. 
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There is, however, also some difficulty at certain points on the supply 
side. In particular the Committee suggests that standards of credit- 
worthiness demanded by long-term lenders are too rigorous and that it 
might be better to lower the standards somewhat, compensating for the 
additional risk by charging higher rates of interest. 

On more specific points the Committee suggests that the upper limit on 
the size of loans by the Industrial and Commercial Finance Corporation 
(which was fixed at £200,000 in 1946 because that was the figure that the 
Macmillan Committee mentioned in 1931 as the lowest practicable amount 
for a market issue) “ should be reviewed in the light of the change in the 
value of money since it was first fixed ”’. 

The Committee also discusses the special problems of the financing of 
innovations. ‘These problems, it suggests, “‘ might to some extent” be 
overcome if a financial institution providing or lending money for the com- 
mercial development of a new invention was able to insure part of the risk. 
This might be achieved by setting up an Industrial Guarantee Corporation 
with Government backing to give guarantees to financial institutions putting 
up the money to finance the commercial exploitation of a technical inno- 


vation. 


A ** Giro ”’ System for Britain ? 


‘“One aspect of the working of the monetary system which has been 
brought to public attention since we started our inquiry is the adequacy of 
the existing means of transferring payments’’. ‘The Committee has “ not 
felt able” to make a detailed inquiry but the evidence it has heard suggests 
‘‘ certain general conclusions’. ‘Thus:— 


There may well be room for extending the means of transferring payments 
in the whole range of transactions to and by persons which are rather larger, 
or more occasional, than the small everyday transactions for which notes and 
coins are the obvious means of settlement. Such transactions might include, 
for example, regular payments by companies of pensions to retired employees 
or dividends to shareholders, and payments of tradesmen’s bills and credit 
accounts by persons (955). 


“There is some evidence for thinking ’”’, the Committee continues, 
‘that there is some demand for a simple transfer service without the 
ancillary services which the banks offer to their customers’. In the United 
States this demand has been met by the banks, many of which have intro- 
duced a personal cheque service. Although in Britain one of the Big Five 
(the Midland) has introduced such a service, the Committee notes that the 
other banks have expressed doubts about whether the public really wants 
‘utility’ banking and recalls the remark of one chairman about “ second- 
class passengers ”’. 

A more constructive attitude is needed: ‘“* We consider that in the absence 
of any early move on the part of existing institutions to provide the services 
which will cater for the need we have in mind, there would be a case for 
investigating the possibility of instituting a ‘ giro’ system to be operated by 
the Post Office ”’. 
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India Approaches the 
Third Plan 


By GEOFFREY TYSON 


LTTHOUGH India is now in the fourth year of her second plan 
period (1956-61) the novelty of economic programming has in no 
way worn off. Indeed, as plans progress and the problem of 
raising and apportioning resources becomes increasingly complex, 

more and more voices tendering praise, advice or exhortation are to be 
heard. And, with the end of the second plan in sight, discussion is beginning 
to focus on the third plan, which is scheduled to begin on April 1, 1961. 
What size should it be? Where should the main emphasis lie—on agri- 
culture or a further extension of industrialization? How much can and 
should India attempt to borrow from abroad? These are the high-lights 
of the agenda of a nation-wide debate in which the intelligentsia of the 
community are now eagerly engaged. 

The ultimate answer to at least one of these questions will be determined 
outside India, though to a large extent that answer will be conditioned by 
the decisions that the Indians themselves make on matters that are wholly 
within their own competence and jurisdiction. It seems improbable, for 
instance, that other governments and international institutions will be 
willing to provide loans and aid for a third plan that is manifestly imprac- 
ticable, or that ignores the important lessons that are to be learnt from the 
checkered course of the second plan. 

It may be instructive to look briefly at some of the dimensional assump- 
tions of the two plans. ‘Total internal outlay on the second plan, it will 
be recalled, has been cut back from Rs 4,800 crores (£3,600 millions) to 
Rs 4,500 crores (£3,375 millions). This scaling down was reluctantly 
accepted when the critical foreign exchange prospect became apparent in 
the early months of 1957, a prospect necessitating the negotiation in August, 
1958, of an international loan of the equivalent of $1,100 millions as the 
amount necessary to cover the shortfall in foreign resources and to see the 
plan through to completion in 1961. ‘Though no official estimates have 
yet been made public, the idea of a third plan of an overall cost of Rs 10,000 
crores ({7,500 millions) is currently being canvassed in Delhi and this 
figure has the sanction of the All-India Congress Party’s planning 
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sub-committee, which met in Ootacamund in June. After taking credit for 
normal foreign exchange earnings and receipts, it is said that a shortfall in 
external resources of Rs 2,000 crores (£1,500 millions) may be expected, 
and that this represents the sum that India will hope to raise abroad by 
loans and aid during the period 1961-66. In his budget speech earlier this 
year the finance minister said the aim of policy was to “ create within the 
economy conditions which will make the process of growth continuous and 
self-supporting ”’. ‘The expectation is that by the end of the third plan or 
early in the fourth, India’s dependence on massive foreign aid will have 
ceased and that the country will be paying its way externally. 

Meanwhile, the heavy drafts already made on India’s credit and resources 
abroad (and, incidentally, on the future as well) may be mentioned. In 
the first three years of the second plan sterling balances held by the Reserve 
Bank declined by Rs 540 crores (£405 millions), despite the drawing of 
Rs 95 crores (£71 millions) from the International Monetary Fund and an 
accelerated pensions payment by the United Kingdom amounting to Rs 35 
crores ({26 millions). Foreign assets held by the Reserve Bank at the end 
of 1955 amounted to Rs 735 crores (£551 millions); by the end of 1958 
they had fallen to Rs 189 crores (£141 millions). 

The total of external assistance authorized up to the end of January, 
1959, amounted to Rs 1,018 crores (£764 millions), whilst a further Rs 193 
crores ({145 millions) was carried over from the first plan. Of this total 
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of Rs 1,211 crores, Rs 479 crores (£360 millions) was utilized between 
April, 1956, and September, 1958. “The implementation of the second 
plan ”’, says the last budget white paper, “ will, on present estimates, have 
involved external assistance of the order of Rs 1,500 crores, despite the 
large draft on foreign exchange reserves. In other words, of the total 
investment, public and private—which may turn out to be about the level 
of Rs 6,200 crores envisaged in the plan—over the plan period, as much as 
one-third would be accounted for by external assistance and the utilization 
of past savings in the form of foreign exchange reserves”. 


Keeping Pace with Population 


If this forward projection of the foreign exchange cost of the second plan 
is reasonably accurate, as it would seem to be, the expectation of a foreign 
exchange shortfall of Rs 2,000 crores (£1,500 millions) for a somewhat 
larger third plan would square with the facts, so far as they can be forecast. 
But there will be this important difference: whereas the second plan was 
launched with a substantial credit in London, in the form of unused sterling 
balances, India will begin the third plan as a debtor on international account. 
The last World Bank mission report on India (July, 1958) noted this point 
with considerable emphasis. It said that if account were taken of loans 
made prior to the second plan and of credits given by private suppliers, 
India’s total external public debt, excluding IMF credits and loans repay- 
able in rupees, amounted to rather more than $1,300 millions at mid-1958. 
It added that debt service payments in foreign exchange would be particu- 
larly heavy in the early 1960s, reaching a peak of $221 millions in 1961 
and declining to $121 millions in 1964, and calculated that debt service in 
the period 1960-64 would be equal to about 8 per cent of total external 
receipts on current account, excluding official grants. “‘ It is clear”’, said 
the report (which was presented before the August, 1958, international 
loan was arranged), “‘ that India has already heavily mortgaged her future 
foreign exchange earnings even before account is taken of additional loans 
that may be sought for the completion of the second five-year plan and 
the execution of the third”. It concluded that the time had come for 
detailed thought to be given to the possible shape of the third plan and 
recommended that India should concentrate on consolidating investment 
already in progress before embarking on large new projects. 

Though aware of all the dangers involved in a large third plan, civil 
servants and ministers argue that nothing less will take care of the inexorable 
annual increases in India’s population, and that it is vital that the momentum 
that the second plan has acquired should not be lost in a hesitant and 
faltering approach to the third. ‘There is a great deal of force in both these 
arguments, but making due allowances for the possibility that India’s 
desperate poverty and the political urgency of her case justify the taking 
of more than usual risks, the fact remains that India cannot plan too far 
in excess of the resources actually in sight, whether they be her own or 
those which she has to obtain from others. And many people will think 
that a third plan that assumes an annual inflow of Rs 400 crores (£300 
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millions) of loans and aid for the five years 1961-66 is expecting more from 
the rest of the world than it is likely to be able or willing to devote to India. 
After all, the proposed International Development Association is expected 
to start with a capital of no more than $1,000 millions, which, on India’s 
present calculations, would represent only a little more than one year’s 
foreign exchange deficit in the third plan. 

The Russians, who are always quick to take advantage of a good propa- 
ganda opening, have made the first move in recognition of India’s need of 
foreign exchange for the third plan. It was announced in New Delhi on 
July 30 that the Soviet Union had made an “ initial offer of 1,500 million 
roubles (Rs. 180 crores or £135 millions) to be used in implementing the 
third five-year plan”’, which the Government of India gratefully acknow- 
ledged, adding that discussions would shortly take place about the ways in 
which the new credit should be used. While the Soviet offer is not greatly 
significant in the context of India’s total foreign exchange requirements, it 
in effect opens the subscription lists for the third plan: from now on we 
may expect the problem of raising the necessary external finance to be a 
matter of practical international negotiation. One of the cardinal mistakes 
of the second plan was its over-hopeful assumptions about foreign aid and 
investment, with the result that in this field far too much was left to chance. 
The rate at which the substantial foreign reserves, which existed in 1956, 
would be run down was grossly under-estimated and the availability of fresh 
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loans too easily assumed. That mistake is not likely to be repeated in the 
third plan, and the appointment of two senior civil servants specially to 
maintain touch with economic affairs in North America and western Europe 
is but one of many signs that the Indian administration is now aware that 
it will have to “sell” its third plan proposals if it is to raise external 
resources on the scale that seems to be contemplated. 

The latest survey by the Reserve Bank of foreign investment in India, 
which covers the movement of private foreign capital in 1957 and 1958, 
does not encourage the expectation of any spectacular or early increase in 
the inflow of such funds. ‘The book value of private foreign investment 
outstanding at the end of 1957 aggregated Rs 556 crores (£417 millions). 
The net inflow of non-banking investments in 1957 was Rs 48.8 crores 
(£36.6 millions) compared with Rs 36.8 crores ({27.6 millions) in 1956 and 
an annual average of Rs 17.6 crores in 1954 and 1955. The World Bank 
was a major contributor to the private sector in each of these years, and from 
an annual average of Rs 1.4 crores in 1954 and 1955 its investment in Indian 
projects rose to Rs 12.1 crores in 1956 and Rs 32 crores in 1957. It has 
made loans to the two principal steel companies in the private sector and 
to the oil refinery projects, apart from large sums loaned to the Government 
for such public sector capital works as the Damodar Valley Corporation, 
railway and harbour works, etc, which do not appear in the statistics of 
private foreign investment. Excluding World Bank investments in the 
private sector, the net inflow of private foreign capital averaged Rs 16.2 
crores in the two years 1954 and 1955, Rs 24.7 crores in 1956 and Rs 16.8 
crores in 1957. Some provisional calculations for 1958 made by the Reserve 
Bank put the total of foreign investment in the private sector during the 
year at approximately Rs 35 crores ({26 millions), of which Rs 25 crores 
came from the World Bank, leaving Rs 10 crores from other sources. The 
heavy preponderance of the World Bank in the total of private foreign 
investment is immediately apparent: if reinvested profits are taken into 
account it is clear that the inflow of new foreign investment is not very large. 


Attracting the Big Money 


Various explanations have been offered. The protagonists of Indian free- 
enterprise argue as though the country would be an investors’ paradise if 
only taxation were lower and the Government less rigid and doctrinaire in 
its policies. ‘This is a much over-simplified view of the problem and, 
though much might be gained from a lightening of the fiscal burden and a 
less grudging attitude towards the private sector, it is doubtful whether 
such new attitudes would stimulate the new foreign investment to anywhere 
near the level that the third plan calculations seem to postulate. The fact 
is that the shortfall in external resources for the third plan (even if it be 
perceptibly reduced from its present tentative figure of Rs 2,000 crores) 
can be made manageable only by a large-scale international lending opera- 
tion. And it is to this end that official Indian thought is being increasingly 
directed. India is not only the largest, but perhaps the most sophisticated, 
member of the non-communist “ under-developed ”’ world. Her industrial 
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record is already impressive and her place in the world trade is important. 
For these and other reasons India would seem to offer perhaps the best 
prospect of all the under-developed countries that are looking to the west 
for aid and investment. 

Meanwhile, though old trouble spots remain, the economy seems at the 
moment to be on a fairly even keel. The food supply, however, is never 
wholly free from anxiety and, despite a record foodgrains crop of 73 million 
tons in 1958-59, prices have been tending to rise. Whereas the general 
index of wholesale prices increased by 6.5 per cent in 1958-59, the food 
group rose by 11.2 per cent. A recent report by a Ford Foundation team, 
made at the request of the Indian Government, forecasts a series of food 
crises rising to a climax in the mid-1960s unless agricultural production is 
given top priority for the remainder of the second and the whole of the 
third five-year plans. The moral is that if industrial development is to 
succeed it must be underpinned by an effective food policy. 

Exports of cotton textiles and of other staple lines such as jute manufac- 
tures have recently lost some ground in overseas markets and efforts to 
develop new categories of exports are meeting with only limited initial 
success. When the three new steel works are in production next year 
there should be a sizeable saving of foreign exchange on steel imports, but 
this will almost certainly be offset by purchases of other kinds of capital 
goods that will be required from abroad. ‘The prospect is that the foreign 
exchange situation will be difficult for some years to come: on any realistic 
assessment of the future no early relief can be expected. 


An Artist’s Sketchbook: No. 66 


BRITISH BANKS IN TOWN AND COUNTRY 


Barclays Bank, Rochford 


SSEX is a county particularly rich in country towns that show the 
ceri of the English for domestic architecture to its best advantage. 
Nearly all of these towns have banks, housed either in buildings con- 
structed specially for the purpose or in buildings subsequently adapted, 
that are worthy of record. Rochford is, perhaps, one of the most charac- 
teristic. Its market square is richly endowed with the charm and interest 
of an earlier age. It retains its horse trough and iron stumps, several 
Georgian houses and old family grocers’ and butchers’ shops, which give 
it its quiet, old-fashioned character. 
Close by, in the High Street, is the local branch of Barclays Bank, which 
is the subject of this month’s sketchbook. ‘This is Victorian, but it blends 
agreeably with its environment. It is in fact a sort of cross between an 
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Italian Renaissance style and Italian Gothic, a mixed style of which the 
Victorians were particularly fond. It is built of yellow stock brick and 
stone. The arches on the ground floor and the storey above have elaborately 
carved keystones. ‘The rope or corded ornament running round the jambs 
of the windows is characteristic of the last quarter of the nineteenth century, 
as are the half columns to the windows of the ground floor. The whole 
is topped by a heavy cornice. In spite of a certain incongruity in style, the 
general appearance of the bank is pleasing and restrained—an effect that 
owes much to the subdued greys and yellows of its facade. 
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As I See It... 


By SIR OSCAR HOBSON 























No Clear Guidance 


O one can complain that August has been a dull month in the 
City this year. It has been about the liveliest August that | 
can remember. Not only have the markets themselves been 
extremely interesting with the boom in equities notching new 
‘highs ”’ almost every day but there has been the extraordinary spectacle 
of the auction sale of Harrods with the two competing drapers successively 
raising their bids as their respective bodies of shareholders shivered with 
apprehension lest they should be on the “ winning ”’ side. 

Above all, of course, there has been the issue of those two great economic 
State papers, the third report of the Council on Prices, Productivity and 
Incomes, and the Report of the Committee on the Working of the Monetary 
System. These are both documents of exceptional interest and value, 
which add much to our knowledge of the national monetary mechanics. 

Nevertheless, I have to confess to a certain feeling of disappointment 
with both the third Cohen Report and the Radcliffe Report. The Three 
Wise Men (one changed) continue the same careful systematic and pene- 
trating analysis of the course of economic events which in the first two 
reports the TUC found much too true to be good. But then they suddenly 
fall for the last refuge of all ministers of finance or economics in time of 
trouble. They desert logical argument, they cease to be content with 
pointing out the particular consequences that will follow particular patterns 
of behaviour—and descend to appeal and exhortation. ‘They urge that in 
order that the new-found stability of the retail price index may be main- 
tained, industrialists should reduce selling prices of their products. They 
even give a gratuitous pat on the back to those who have already done so. 

Yet, surely if it is desirable that the prices of manufactured products 
should fall—and I think it is—the Council should have pointed out what 
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the Government must do, or should have done, to bring such a fall about. 
They should have pointed out that a regimen of rapidly rising demand is 
not calculated to bring about a fall in prices. They should have discussed 
whether the Chancellor would not have done better to content himself 
with a slower rate of reflation in his budget. Instead, they appear only to 
have asked themselves whether the pace of expansion was fast enough. 

A small lapse, it may be said. Perhaps. But I think that the value of 
the Council depends upon its continuing to propagate the pure milk of the 
economic gospel, unpalatable though it may be to some. Once its reports 
become even faintly tinged with politics, they will cease to carry any weight. 
They may soothe the ruffled feathers of the ‘TUC, but it is more important 
to have the respect than the love of that touchy organization. 


‘¢ Liquidity ’’ or Money Supply ? 

Now for the Radcliffe Report. My complaints about it are two. First 
that after losing itself in a maze of subtleties and obscurities on the funda- 
mentals of monetary control it fails to give any clear guidance to those 
who have to conduct that control in practice. And secondly, that while 
happily the Committee rejects the suggestions put forward at the time of 
the Bank rate leak tribunal for a radical reconstitution of the Court of the 
Bank of England, and particularly for the abolition of the “ part-time ” 
directors, its recommendations for the recasting of relations between the 
Bank and the Treasury are, to my way of thinking, wrongly conceived and 
very likely unworkable. 

I do not propose to say a great deal here about the first point. But I 
must register my disagreement with the view taken by the Committee that 
“the centre-piece of monetary action ”’ is not the “ supply of money ”’ but 
something that is called either the “ structure of interest rates ’’ or else the 
‘structure of liquidity’. "The Committee does not vouchsafe a definition 
of this abstraction. But it gives some pointers to its presumptive meaning. 
One is its dictum that “ monetary action and debt management are one and 
indivisible ’’, which appears to elevate funding and unfunding of the national 
debt—shuffling the maturities, as one may say—to the position of the prime 
instrument of monetary control. Another is its statement that the spending 
decisions of big firms are made several years ahead and that they are not 
limited by the amount of money in existence but related to the amount of 
money they think they can get hold of. 

Doubtless that is so, but that does not get round the fact that spending 
decisions may be, and often are, frustrated by the lack of an adequate supply 
of money to carry them out when the time comes. ‘“ Monetary action ”’, 
says the Committee, ‘‘ works on total demand by altering the liquidity 
position of financial institutions and of firms and people desiring to spend 
on real resources; the supply of money itself is not the critical factor ”’. 
I say that it zs the critical factor, because expectations about the future 
availability of money may easily turn out to be wrong and in any case they 
are likely to be greatly influenced by the present availability of money. 
Now I am well aware that this is a highly contentious subject and I raise 
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it mainly because it seems to me that obsession with this matter of liquidity 
structure inhibits the Committee from knowing or speaking its mind clearly 
on the practical issues of monetary control. One of these was more or less 
specifically referred to it, namely, the question of whether some fresh measure 
for controlling the credit-granting capacity of the banks in times of infla- 
tionary pressure was needed. As a stop-gap, while the Committee was 
deliberating, the device of “‘ special deposits’ with the Bank of England 
was hastily concocted and reluctantly agreed to by the banks. But the 
Radcliffe Report has nothing definite to say about the matter. It dismisses 
‘* special deposits ’’ with a bare mention and goes on to indicate that since 
it takes the view that the job of the authorities is not to bother overmuch 
about “‘ the supply of money ”’ but to “‘ seek rather to influence the general 
liquidity situation by operating on rates of interest”, it is not much 
interested in this problem of selective control of the banks as distinct from 
other financial institutions. So it contents itself with saying that “we... 
incline towards a straightforward power to raise the 30 per cent liquidity 
requirement to some higher percentage’. It further remarks that ‘‘ chang- 
ing circumstances might warrant a change in the 30 per cent in either 
direction’ and—a little illogically—that the 30 per cent rule might be 
made “‘ absolutely explicit ”’ like the 8 per cent cash ratio. Not much help 
for the established monetary authorities in all this! 


Reprieved—but to What End ? 


Now for the constitution of the Bank and its relations with the Treasury. 
Here it seems to me, the fault of the Radcliffe Committee is in being too 
logical. On the question of the part-time directors, indeed, it accepts the 
view which was vigorously put forward by the present Governor at the 
hearings of the Parker Tribunal and since. That was the view which 
was enshrined in Walter Bagehot’s famous caveat against “‘ sealing up the 
Bank hermetically against living information”’, the view that part-time 
directors, bringing experience of banking, merchanting, shipping, industry 
and labour from outside and contributing it to the discussion of the Bank’s 
problems, are essential to the wise and enlightened administration of the 
Bank. ‘The members of the Radcliffe Committee unanimously agreed that 
“there is a real distinction between the nature and advice that can be 
expected from a person who is no more than a consultant and that to be 
expected from a consultant who, as a member of the governing body, accepts 
a corporate responsibility for the formation of the views that are to be 
canvassed ”’. 

So far so good. The Radcliffe Committee is “ clearly of the opinion that 
the advantage lies in retaining the office of part-time director ”’ of the Bank. 
It would thus seem likely that he will remain, whichever political party 
comes to power at the general election. The Committee’s reprieve of the 
part-time directors, however, is something of a Greek gift. Part-time 
directors are to share in the corporate responsibility of the Court, but the 
corporate responsibility of the Court is to be greatly diminished. The 
Court, if the submission of the Radcliffe Committee is accepted, is to be 
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partly superseded by a new body, a standing joint committee of the Treasury, 
the Board of Trade and the Bank (with the ministerial representatives 
outnumbering those of the Bank by six to four). The duties of the standing 
committee would be “ deliberative and advisory in character” and its 
purpose would be to “ keep under review and advise the authorities on all 
matters relating to the co-ordination of monetary policy as a whole ”’. 

This proposal seems to spring from the Radcliffe Committee’s conviction 
that monetary policy in the narrow sense of control of bank credit by means 
of the Bank rate and any special measures for reducing the banks’ liquidity 
is not all that important. The Bank rate is at the best primus inter pares 
among a number of monetary measures, including control of HP houses 
and perhaps building societies. In any case even monetary measures as a 
whole are only part of the country’s global economic policy and “ have to 
be planned as such ”’. 

So the conclusion is reached that though normally proposals about the 
Bank rate would “ originate with the Bank’, the “ true responsibility for 
decision lies with the Chancellor of the Exchequer not with the Bank ” and 
that this being so “it would be better that this should be made explicit 
by the announcement being made in the name of the Chancellor and on 
his authority’’. This is where the Radcliffe Committee’s logic leads it. 
It does not even stop there. Inthe Bank Act, 1946, is a section (section 4 (1)) 
that empowers the Chancellor after consultation with the Governor to give 
a “‘ direction’ to the Bank on any matter of public interest. This power 
has never yet been used and the Committee seems to have some fear that 
it might fall into abeyance. So it adds the recommendation that the Chan- 
cellor’s decision on the Bank rate should be issued in the form of a direction 
to the Bank under the Act. 

An arrangement of this sort, it agrees, “‘ suggests some diminution of the 
Bank’s influence in policy making ”’. But, it adds, “‘ in substance we think 
that there would be little change’”’. In that case, one may ask, why make 
the new arrangement, which so far as I know has no parallel in any other 
country ? Why not leave well alone? Why risk creating the impression 
at home and, particularly, abroad, that the stature of the Bank has been 
reduced and that it has become a mere department of the Treasury? The 
Committee itself stresses the importance of the Bank’s skill and authority 
as an operator in the financial markets. Why gratuitously go out of your 
way to impede its operations by taking steps calculated to lower its prestige 
and the respect in which it is held by men of finance throughout the world ? 

I cannot see that any good purpose is served by the Radcliffe Committee’s 
recommendations either on the Bank rate or the new standing committee. 
Nobody wishes to dispute its view that in the last resort it must be the 
Government’s will that must prevail and not the Bank’s. But that is no 
new thing. It has always been the case. It has demonstrably been the 
case since 1917 when Lord Cunliffe, the Governor, was compelled to sign 
an undertaking to act on the directions of the Chancellor, Mr Bonar Law, 
whenever the latter deemed it necessary in the national interest to give such. 
The Committee says the Bank cannot be “‘ assured complete independence 
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from political influence’’. Of course it cannot. But “ independence ”’ 
is a relative term. ‘There is no such thing as “‘ complete independence ”’ in 
any context. But there are many organs in our governmental set-up that 
are given a wide degree of independence. ‘There is the judiciary and the 
Comptroller and Auditor-General; there are the local authorities and the 
nationalized industries. Personally, I believe strongly that the successful 
working of a complex community like ours will be found to be conditional 
not on ever-increasing centralization but on greater devolution, on a greater 
and not a lesser measure of autonomy being given to many of the organs 
of administration. ‘The greatest measure of freedom combined with the 
greatest measure of co-operation should be the watchword, and not the 
greatest measure of hierarchy. The Radcliffe Committee falls for more 
hierarchy and that may be logical but I think it is wrong. 


Sparing the Bank’s Blushes 


As for the new joint standing advisory committee, this proposal certainly 
wants a great deal more thinking out than the Radcliffe Committee has been 
able to devote to it. What is this new body supposed to do, that is not 
done through the present informal exchanges of information and opinion 
between the Bank, the Treasury and, when necessary, the Board of Trade ? 
The Governor frequently meets the Chancellor or the Joint Permanent 
Secretary or one of the Second Secretaries of the Treasury. Directors and 
officials of the Bank are in constant contact with Whitehall officials. ‘The 
process of deliberation and the exchange of advice go on perpetually. How 
often is the new committee going to meet? Every day or every week or 
just occasionally or, like the National Debt Commission, never? Unless it 
meets with great and inconvenient frequency, one can only conclude that 
the process of formulation of policy will go on precisely as it does now. 
The new committee will be just a useless extra cog in the machine. Side 
by side with this new advisory body the Radcliffe Committee wants the 
Bank of England to extend its own statistical and intelligence department 
and even to add a fifth executive director to the Court to take charge of it. 
It recommends, too, that the Bank should amplify its annual report, “‘ the 
meagreness of which has become a byword ”’, or possibly publish reports 
or special bulletins on topical subjects at more frequent intervals. 

I am all in favour of both these proposals (though whether or not the 
head of the intelligence department should be a director or not does not 
seem to me to be a matter of fundamental importance) and I imagine that 
the Bank is veiy willing to adopt them. According to the Radcliffe Com- 
mittee the reason for the Bank’s reluctance to develop its annual report 
hitherto has been fear of embarrassing the public departments by putting 
an interpretation on events or trends with which they might not agree. 

If the Radcliffe Committee has its way and monetary measures henceforth 
are allowed to play only a subordinate part in guiding the development of 
the economy—while the Bank rate plays second fiddle to juggling with the 
national debt—the Bank’s embarrassments may be fewer. But the annual 
reports cannot be expected to be very exciting! 
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Insurance—the Facts 


behind the Mergers 


By A SPECIAL CORRESPONDENT 


ERGERS between insurance companies have for some decades 
been rare. ‘There was an epidemic of them in the depression 
that followed the first world war; but after that the industry 
settled down to develop on a pattern that was still very loosely 
knit, with thirty or more offices—apart from purely life offices—that could 
claim first-class status. Recently, however, there has been a sudden revival 
of interest in mergers or other forms of association. ‘The Caledonian has 
been taken over by the Guardian; the Atlas, Royal Exchange and Sun 
have placed their American interests under common management—and 
last month a full-scale amalgamation of the Atlas and Royal Exchange was 
proposed; the Commercial Union has absorbed the North British and 
Mercantile and the Norwich Union the Scottish Union. Speculation is 
rife. It may therefore be timely to examine the factors that have re-awakened 
this interest and to inquire whether the process of consolidation is likely to 
continue. 

As in the earlier series of mergers, the basic cause of the current interest 
in bigger units is bad experience—specifically bad experience in the United 
States, where many British offices transact a substantial proportion of their 
business. ‘The American market has always been difficult, with slender 
average margins of profit and sudden fluctuations in fortunes, due largely 
to the strict supervision of premium rates by the superintendents of 
insurance in the various States and their reluctance, for political reasons, 
to authorize rate increases when they are required. Normally, however, 
offices would expect to work their way through an adverse phase in two or 
three years. ‘The worrying thing about the present bad patch is that it has 
already lasted for four years and although the outlook is now more hopeful, 
there is still a feeling that the offices are not yet out of the wood. 

The extent of British companies’ interests in American insurance in 
1958, and the underwriting results, are shown in the table overleaf. The 
figures have been extracted from records published in the United States 
and do not include business written otherwise than through American 
subsidiary companies and branch offices established in the United States. 
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While, for a variety of reasons, these figures do not correspond with those 
brought into the companies’ accounts as published in the United Kingdom, 
they convey a pretty good idea of what is involved. Premiums in the year 
amounted to not far short of £300 millions and there was an underwriting 
loss of over £12 millions. Against the underwriting loss must be set the 
investment income on the reserves for claims and unexpired risks. Even 
so, the results were far from satisfactory. 

It would be an exaggeration to suggest that a continuation of these results 
would jeopardize the stability of the companies concerned, but it could well 
threaten the maintenance of their dividends, and in an industry priding 
itself on steady dividends—which are normally paid from investment income 
plus life profits, other underwriting profits being placed to reserve—that is 
sufficient cause for anxiety. What, then, are the prospects of an early end 
to the unfavourable underwriting phase ? 

In considering this question it has to be recognized that this unhappy 
experience in America cannot be explained in terms of the normal cyclical 
pattern of business: it is due in part to changes within the industry itself 
that have led to an intensification of competition. Until quite recently 
insurance companies in America, other than life, were organized in two 
categories, transacting fire and marine insurance on the one hand and 
casualty and surety on the other. A company in one category was not 
allowed to transact business in the other. Now legal changes have broken 
down this segregation and a great many fire and marine companies transact 
casualty and surety, and vice versa. Moreover, until recently life assurance 
companies were prohibited from holding investments in other kinds of 
insurance undertaking; with the removal of this ban, there is a movement 
for the organization of parallel activities between life and non-life com- 
panies. Inevitably these two developments have sharpened competition. 

At the same time there has been a stepping-up of activities by so-called 
direct writing companies such as the Allstate and the State Farm Mutual. 
These companies operate a system of door-to-door canvassing coupled with 
mail collections of premiums, which has proved more economical than the 
usual homely and comfortable—but distinctly expensive—American agency 
system. By handling large volumes of business on a uniform plan the 
direct-writing offices have been able to add considerably to their economies 
through mechanization of much of their accountancy and statistical work. 
There has been a growing realization on the part of older established com- 
panies that if they are successfully to meet this new competition they must 
streamline their organizations and derive all the benefit they can from 
mechanization. Some large American groups have been very successful in 
this, and have even been able to show underwriting gains during these past 
difhcult years. ‘These successful groups show large increases in turnover 
superimposed on volumes of premium already very substantial, and marked 
reductions in expense ratios. 

The inference prompted by these developments is that in order to survive 
in the American market large businesses, able to obtain the utmost benefits 
from mechanization and simplification of organization, are becoming 
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increasingly necessary. ‘The introduction now of electronic computers adds 
force to this. These are expensive, and only large accounts, which can 
keep them fully employed, can justify their cost. ‘The companies that have 
acquired these computers all point to considerable advantages and economies 
already obtained and to further benefits yet to be realized. 

From this point of view a closer look at the expense figures included in 
the table is of interest. The figures of one company are not, of course, 
directly comparable with those of another because of differences in the com- 
position of the accounts; some kinds of business are more expensive to 
conduct than others and justify higher expense ratios. It does, however, 
seem that the offices with the very large accounts possess a big advantage. 
The top three groups have expense ratios of under 40 per cent and the 
Royal and the General Accident are quite appreciably below that figure. 


US BUSINESS OF BRITISH COMPANIES, 1958 
Under- Under- 
Company Premiums Claims Expense writing writing 





Written Ratio Ratio Loss Loss 

(£000s) Zo" Zo" (£,000s) ry 
Royal .. - ‘a “ 79,135 64.4 37.1 1,230 Bae 
Employers’ Liability .. ‘ 50,256 64.2 39.7 1,860 3.9 
General Accident - 7 38,300 66.7 37.4 1,469 4.1 
Commercial Unionf .. re 25,124 60.1 43.3 838 3.4 
North Britishf .. - - 18,775 61.9 45.9 1,498 7.8 
Phoenix .. vs - - 17,366 66.4 41.5 1,419 7.9 
London & Lancashire. . oa 12,478 62.5 42.6 638 5.3 
London .. 7” - - 8,325 66.8 43.5 835 10.3 
Pearl .. sa a Ba 7,945 61.2 43.8 434 5.0 
Sunt... es 2 “a 7,650 66.3 41.8 615 8.1 
Royal Exchangef || ve - 3,875 62.1 45.0 306 7.1 
Atlas} || .. +? me 4 3,501 70.3 54.7 791 25.0 
Northern a a a 3,593 60.3 40.1 15 0.4 
Scottish Union§$ ‘i 3,271 57.9 47.2 170 oi% 
Norwich Union§ oa sca 2,989 62.7 40.6 113 aaa 

282,583 12,231 
* Of premiums earned. + Now merged. t Under common management from 1.1.59. 

§ Now merged. || Merger proposed. 


In the rest of the table there is no clear correspondence between size and 
expense ratio, although one or two of the smallest groups have very high 
ratios. ‘The implication would seem to be that to achieve large economies 
a minimum account of the order of £40 millions or more is indicated. 

If this is a proper conclusion—and it is supported by the figures of 
American companies, some of which on even larger accounts have been 
able to achieve expense ratios better than that of the Royal—then there is 
plenty of scope for further benefits to British insurance companies through 
consolidation of their American businesses. ‘This does not necessarily 
mean outright mergers. Much can be achieved by forming groups to 
operate under common management. It may be questioned, however, 
whether an agreement to operate under common management is ever as 
effective as a thoroughgoing merger. The manager of such a group of 
companies has more than one master whose wishes he must respect and 
who has to be consulted on any major step; the progress made inevitably 
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tends to be that which can rest comfortably on a sort of highest common 
denominator of all the possible conflicting views involved. ‘There may be 
room for argument about the relative advantages of an outright merger; 
there can be little question that consolidation in one form or another is 
desirable. It would be a great pity if through failure to realize and act on 
this evidence British insurance, which compared with pre-war days has 
already relinquished much of its former strong position in the American 
market, were to lose further ground. In this connection the absolute 
growth of British companies’ incomes should not blind an observer to the 
marked relative decline. ‘Two offices, the Caledonian and Yorkshire, have 
already disposed of their American interests. 

So much for the American picture. What other considerations point 
towards consolidation? ‘The provision of insurance cover against atomic 
hazards may be one. It has been suggested that consolidation is necessary 
to enable the offices to cope with the very large amounts of cover that are 
needed. From the third party viewpoint, impending legislation under 
which legal liability will be limited to £5 millions should remove any 
difficulty. ‘There does, however, remain a capacity problem regarding the 
insurance of plants producing atomic energy, which can involve amounts 
up to some £40 millions. So far the market, though straining every nerve, 
has not been able to reach this figure, but arrangements are being con- 
sidered that would enable very substantial amounts of cover to be afforded. 
There is little reason to suppose that consolidation would materially assist 
in this, but, since unity is strength, it should enable the offices better to 
support the commitments now contemplated. The capacity problem itself 
would, of course, be eased if recent trend of thinking in favour of “‘ pocket- 
sized reactors’ should bring about a general scaling down of units. 


Improving the Branch Services 

More cogent, perhaps, is the consideration that companies such as the 
Allstate, now so active in America, may extend their activities elsewhere. 
They are already busy in Canada where in some respects conditions have 
become as competitive as in the United States. Recently it has been 
announced that the Allstate has formed a subsidiary in Switzerland. This 
is not an important market for British companies, but the move is signi- 
ficant. It suggests that the methods of these companies may in course of 
time be introduced into other countries, perhaps even the United Kingdom. 
The ways of doing business here and in other countries where British 
influence predominates are not as expensive as traditional American methods, 
so that there is less scope for a competitor of this sort to step in. It can, 
however, hardly be claimed that the organization of insurance in this 
country is perfect. There may well be room for improvements in organiza- 
tion that could give the public better service at the same cost, thus ren- 
dering the industry less vulnerable to new forms of competition. Such 
improvements, it is felt, could only be realized through consolidation. 

One might look, for example, at the branch organization of insurance 
companies in this country. In any large town with a population of, say, 
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300,000 or more all the important companies are represented through fully- 
manned branches, which are largely self-governing and can give policy- 
holders competent advice and service in most matters. In a smaller town 
of, say, 50,000 to 100,000 inhabitants all, or nearly all, the same offices 
will again be represented, but mostly by small branches whose staff has 
chiefly a business-producing function, with less expertize and limited powers 
of decision. In smaller areas still, and in the suburbs of large towns, the 
companies are represented only by agents whose chief interests are outside 
insurance and who are barely competent to discuss problems with policy- 
holders. Is this good enough? Would not an organization more like that 
of the joint stock banks, with offices competently manned almost every- 
where at which policy-holders could discuss their affairs with properly 
trained insurance men, give better service to the public, enable the industry 
to feel itself more closely in touch with policy-holders and thus give it a 
higher standing? ‘This, leastways, can be argued; and in so far as those 
arguments carry weight they must tend to encourage consolidation, since 
the changes they envisage would entail larger concentrations of business. 

Most British offices have now mechanized much of the accountancy and 
routine work of their home organizations, and this process will continue. 
As in America, the installation of electronic computers can be justified only 
by large businesses; but if they can be given sufficient employment they can 
effect considerable economies. ‘They also help efficiency by performing 
operations such as life valuations in a fraction of the time otherwise required 
and by making available more frequent and better statistical analyses of all 
forms of insurance. 

One new development in the American sphere that rests on mechanized 
accounting may be worth special mention in view of the interest that British 
banks are now taking in hire purchase. This 1s the so-called budget plan 
for paying insurance premiums, under which the cost of life, motor, house- 
hold and other family insurances is aggregated and paid by equal monthly 
instalments throughout the year, as in the facility long available in this 
country for paying life assurance premiums by monthly bankers’ order. 
The incentive to introduce such schemes in Britain is less strong than in 
America because insurance costs are relatively modest; but with motor 
insurance premiums, in particular, tending continually to rise something of 
the kind may well come. Here again, since it would involve the use of 
expensive machinery, this development might well go hand in hand with 
further consolidation. 

Such then are some of the considerations that might lead to further 
mergers in British insurance. They may not be conclusive; the forces 
working for maintenance of the status quo may ultimately prove stronger. 
There would be universal regret if consolidation were to mean the passing 
of names long famous in British insurance, but this need not necessarily be 
a consequence and, in any case, it would be a gradual process. At all 
events it seems likely that the future shape of the industry will be largely 
determined in the next two years. 
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Red Gold—its Challenge 
to the West 


Russtan gold production is believed to be production in the Soviet Union ? What, 
second only to that of South Africa and tf any, threat does the accumulation of 
Russta’s total gold reserves have been such huge reserves portend for the 
estimated at more than $6,000 millions, economies of the west? And what 
a hoard exceeded only by that of the should be the west’s reaction? Dr 
Umted States. What reasoning les Thomas Balogh here offers his own 
behind this massive emphasis on gold ingenious answers.—EDITOR. 


By T. BALOGH 


ECENT requests by Russia for commercial credits to finance 
the purchase of goods in the west have led to renewed speculation 
about the size of the Russian gold stock and the purposes that it 
is intended to serve. ‘The debate was carried a notable step 
forward at the end of June by the publication of two important articles in 
The Times (June 22 and 23) and of an article by Dr Paul Einzig in Optima, 
the official organ of the Anglo-American Corporation of South Africa. 
Both contain similar factual material on the rédle played by gold production 
in the Soviet economy and also on the economic explanation of the behaviour 
of the Soviet Government. 

The broad picture that emerges seems reasonably clear. Russian gold 
production is believed to have been running in 1958 at between 12 million 
ounces and 15 million ounces, equivalent at present gold prices to between 
$420 millions and $525 millions. This seems to have been its order of 
magnitude for some considerable time past. ‘Total Russian gold reserves 
are thought to be in the neighbourhood of $6,000 millions to $7,000 millions, 
a level, incidentally, that agrees with the estimate I put forward in an earlier 
paper. The contention that the Russians have refrained from giving gold 
loans to their satellites in need and have asked for credits in their negotiations 
with western powers because they had no alternative can, therefore, no longer 
be maintained. ‘Their motivations remain a profound mystery, which neither 
of the authors of the articles mentioned above has succeeded in solving. 

The two articles in The Times are a frightful sign that the true character 
of the Soviet economy and of the challenge that it presents to the capitalist 


553 











economies have in no way been realized. Significant in this respect is the 
attempt to show that the Soviet Union is prevented from using its gold 
reserves for loans, purchases or for general politico-economic warfare 
abroad by the high cost of gold production. The author of the articles 
calculates that the average outlay for an ounce of gold in Russia would be 
$166, compared with the purchase price of $35 an ounce in the United 
States. Hence, it is argued, the Russians are unable to use their gold for 
any purpose except the meeting of pressing payments for essential supplies. 

Two things need to be said in this respect. ‘The first, and perhaps least 
important, is that the calculation appears to double-count the labour cost. 
The author first adds together the wages and then to the total adds the 
cost of the goods transported to the gold mining area, which, since most 
mining areas are in remote and inaccessible parts, is relatively high. 
Unless these goods are all additional to the pay of the miners, that is to say 
unless the miners are maintained by the Government and in addition are 
paid wages by it (an unlikely conjuncture), this must mean that part at least 
of the cost is counted twice. But even supposing that the goods were 
supplied to the miners in addition to their wages, the problem of translating 
the cost figure into dollars would remain. 

I do not wish to go into the problem of what the official dollar-rouble 
exchange rate on which this calculation was based really means. The 
accountancy of the foreign economic relations of the Soviet Union is in the 
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hands of the Ministry for Foreign Trade, which can use, so far as any 
single transaction is concerned, the rate of exchange that it considers most 
advantageous for the prestige of the country or for some other consideration. 
I do not believe that the officials of the Ministry are good enough economists 
to fix their rate of exchange so as to enable them to reap certain mono- 
politistic benefits in their relations with the satellite countries. In their 
relations with the non-communist world their internal price level and the 
rate of exchange do not play an operational rdle. The accountancy is 
performed, as it is even in Yugoslavia, by various funds that take any losses 
should they arise, on the basis of nominal cost-price ratios in Russia. The 
rate of exchange is thus in fact a sort of prestige sign, signifying nothing 
-except, perhaps a certain exploitation of official visitors. 


The Real Cost of Gold Mining 


The second, and vastly more important, consideration that arises from 
the articles is the failure of both authors to appreciate what the “ cost’ of 
gold mining really means. ‘Take, for instance, this statement from The Times: 


As before, they seem likely to spend their “ expensive gold ”’ abroad only 
for industrial goods, which, put into operation in the USSR, could repay 
the losses incurred through this “ loss selling’’. Gold could also provide 
goods which are necessary for Soviet economy, and must be purchased 
abroad. Thus, the Soviet gold reserves, the heirlooms of Stalin’s gold 
policy, instead of being an asset economically are a burden, condemned to 
remain in the vaults of the Soviet State Bank as a monument to a highly 
uneconomic venture. On this basis it seems clear that Russia will use her 
gold only for high-priority purchases. 


Russia is here treated as a sort of bankrupt bank that can keep its bank- 
ruptcy hidden from the public only by not selling depreciated assets and 
thus not realizing its paper losses. ‘This is ridiculous. ‘The accumulation 
of gold in the vaults of Moscow merely adds to the “ losses ’’, if any, of 
gold production by necessitating the forgoing of those profitable investments 
that could otherwise be effected by selling the gold abroad or by using the 
labour and machinery for purposes other than gold mining at home. 

In reality Russian concentration on gold mining might be explained by 
the fact that any attempt by Russia to increase her present exports, which 
are mainly raw materials and semi-manufactures, would produce critical falls 
in the prices of the commodities in western markets, falls that would be 
arrested by concerted action by western countries to force some agreement 
with Russia on the restriction of such exports. Aluminium and tin have 
afforded recent examples of such reactions. By concentrating on gold the 
possibility of provoking any such reaction is avoided (though if the Russians 
flooded the market with gold it might ultimately lead to a refusal to accept 
Russian gold). Taking into account such indirect terms of trade losses 
arising from the fall in the prices of Russian exports if they are pressed on 
western markets, the “ cost’ of obtaining imports by selling gold is prob- 
ably less than the cost of obtaining them by selling any other commodity. 
It might, of course, be questioned why, in such circumstances, the 


$55 
















Russians should concentrate on selling raw materials. The most reason- 
able explanation is, perhaps, that given recently by Mr Khrushchev to a dis- 
tinguished visiting Indian statistician. It is simply that the production of 
manufactured goods involves the use of more skilled labour than does the 
production of raw materials and that their output can, therefore, be expanded 
only in so far as the supply of skilled labour can itself be expanded. The 
real bottleneck is technical knowledge and great effort is currently being 
expended in removing it. The Russians are expanding manufacturing 
industry as fast as they can; but they have no surplus of output available 
for export. On the other hand, they have surplus unskilled labour to expand 
raw material and food production. When industry can absorb more than 
the total increase in population and rural population begins to fall absolutely 
—and not merely relatively—these policies will, presumably, have to be 
reconsidered. 


A Marxist Principle 


While there is undoubtedly something in this argument of Mr Khrush- 
chev’s, the real explanation of Russia’s reliance on exports of raw materials 
may lie much more in the habits of a bureaucracy that continues in its well- 
trodden ways unless it is pulled up sharply by outside forces either of 
criticism or of markets. It is just possible that the sales of oil, and par- 
ticularly lubricating oil, that Russia has recently been making in the west 
represent the disposal of unwanted by-products, the production of which 
is economically unprofitable but technically inevitable being the consequence 
of their need for other types of petroleum products, but I myself do not 
believe that this is the real explanation. Certainly Russia’s exports of 
grain cannot be explained on such grounds. 

While it is possible to argue that Russian gold sales are made within the 
limits that prevent the worsening of the terms of trade in other com- 
modities, and that therefore the accumulation of gold is only an accidental 
result of the policy of minimizing commercial friction, I feel that this is not 
altogether a plausible explanation. Dr Einzig, I think, has come a good 
deal nearer to the true explanation in his quotation from the Russian text- 
book Political Economy: 

Of course, only a monetary commodity which itself has value can have 
the function of a measure of value—such as gold _.. In the Soviet Union 
and other countries of the Socialist camp gold plays the part of universal 
equivalent. Soviet currency has a gold content, being tokens of gold. In 
socialist society money can only fulfil the functions of a measure of value of 
commodities by virtue of its connection with gold. 


Trotsky in his collected works, written in exile, took Stalin severely to 
task for violating this Marxist principle. Incredible as it may sound, this 
meta-economic statement may be the real reason for the toil of countless 
workers in incredibly hard conditions. | 

The Russian price system does not seem to permit true comparisons in 
real costs. The American Intelligence Service recently estimated that 
agricultural productivity in Russia has still not increased substantially 
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beyond its pre-communist level. While there must be considerable reserva- 
tions about any such estimate, there is no doubt that the increase in Russian 
industrial activity has been a multiple of that in agriculture. Some com- 
mentators derive solace from this fact, which they think shows a serious 
chink in the Russian armour. Nothing, however, demonstrates more clearly 
than the use of this argument the way in which even intelligent people 
have been induced by the propaganda of the cold war into mistaking com- 
pletely the character of the Russian challenge. ‘The Russian economic 
threat to western Europe is, of course, not a statistical one. It does not 
consist of claims to having made so much larger a gain in the production 
of this or that commodity than ourselves. Rather it is in the growing capacity 
of the Russian economy to produce manufactured goods. ‘The less suc- 
cessful the Russians are in agriculture, and indeed in gold production, the 
more menacing is their success in industry, because they will be able in the 
end to obtain food on more advantageous terms by selling manufactured 
goods, and selling them more cheaply than Britain can do. In other words, 
they will be able to reap great immediate advantages while at the same 
time worsening our terms of exchange. Moreover, so long as productivity 
in this country, and in the west in general, is not increasing as rapidly as 
further, and with it Russia’s menace to our future. 


Learning from Russia’s Mistakes 


Thus, far from recommending, as Dr Einzig does, that we should not 
extend trade credits to Russia because this refusal would force the Soviet 
authorities to sell gold, we should gladly give credit in order to enable 
them to keep their gold—provided that we earn good rates of return on 
our loans and thus weaken the capacity of Russia to compete with us. The 
west should at least learn from the Russian mistakes and provide, through 
a reform of the International Monetary Fund, a costless increase in inter- 
national liquidity. It is the extraordinary rigidity of the Russian bureau- 
cracy that has kept the west free from grave trouble so far. 

What then is the explanation of their technical success in production if 
they are in fact so dogmatically rigid ? The answer is fairly obvious. It 
lies in their successfully maintaining an excess of demand over supply by 
cutting prices slightly more than incomes. ‘They thus produce an infla- 
tionary situation, which is not permitted, of course, to cause a cumulative 
upward movement but is held in check by the stability of wages and the 
absence of all speculative activity. Given this excess demand and the 
immense proportion of current resources that is devoted to investment, 
success should be almost automatic since managers can concentrate all 
their attention on solving technical production problems. Whether they 
apply their “scarce resources’”’ in the best possible way or not is of 
secondary importance. 

When a system grows by 8-10 per cent per annum and doubles its 
output every eight or twelve years, cost, even such tremendous cost as is 
implicit in the story of the sterile gold reserves, may not count for much 
in the end. 
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HE steel strike made its initial 

impact on overall production 

in July when the seasonally- 
adjusted index compiled by the Federal 
Reserve Board (based on 1947-49) fell 
by 2 points to 153. This was the first 
interruption of the rise, extending over 
fourteen months, that carried the index 
from 126 to the June peak of 155. 
The Reserve Board reported that ac- 
tivity in most other sectors rose to, or 
near, new peaks and that these gains 
effectively contained the setback brought 
about by the steel stoppage. A rather 
more rapid, though still relatively 
modest, decline was almost certainly 
registered last month, when the steel 
mills were closed for the whole of the 
period. ‘The general economic outlook, 
however, is still extremely promising 
and most observers predict a marked 
surge in industrial output following 
settlement of the steel wage dispute. 

The normal end-of-session scurry 
in Congress last month saw the Ad- 
ministration coasting home in some- 
thing like a mood of triumph so far as 
wider economic policy was eoncerned. 
It then obtained decisive votes in Con- 
gress approving limits it had set for hous- 
ing finance, defence expenditures and 
overall budgetary funds. It was, more- 
over, able to offer a complete refutation 
of Democratic Party predictions of 
stagnation and unemployment, which, 
earlier this year, characterized the 
majority report of the Congressional 
Economic Committee. 

The Administration could point to a 
new record for employment, of 67.6 
millions in July, making a gain of 
250,000 on the month and 2.4 millions 
on the year. Unemployment fell again 
in July—by 238,000 to 3.7 millions; 
the rate, on an adjusted basis, however, 


remained near 5 per cent of the total 
labour force. 

This general background probably 
elicited the markedly confident tone in 
the report, issued in mid-August, by 
the Cabinet Committee for Economic 
Growth, headed by Vice-President 
Nixon and popularly known as the 
“* Anti-Inflation Committee ’’. Not 
more than a few weeks earlier, this 
committee expressed concern about 
what it described as “ overwhelming 
evidence’”’ that a new price spiral 
might be under way. Its later assess- 
ment was that the present situation 
offers the opportunity of continuing 
price stability with the maintenance of 
a high rate of economic growth—a 
change attributed, according to the dis- 
position of the commentator, to political 
pressures, or to the fact that the con- 
sumer price index has shown little 
upward movement through a period of 
marked recovery and growth. 


No Action on the Ceiling 

In one respect, however, the Ad- 
ministration suffered a very damaging 
setback in August. ‘This column re- 
corded, last month, the stout opposition 
offered both by the Treasury and the 
Federal Reserve Board to the terms 
set by the Ways and Means Com- 
mittee of the House of Representatives 
for a removal of the present “ interest 
rate ceiling ’’ on new marketable Treas- 
ury bond issues with a maturity of 
more than five years. ‘They objected in 
particular to the proposed two- or 
three-year limit to new Presidential 
authority and, secondly, to the proposed 
‘‘ direction ’’ (from Congress) that the 
Reserve System should bring about 
monetary expansion, ‘‘ where feasible ”’ 
by the purchase of Treasury bonds. 
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Both the Fed and the Treasury held 
that concessions on these fronts would 
mark an unwarrantable intrusion by 
the “‘cheap money and expansion ”’ 
school of monetary theorists, which is 
very powerful within the Democratic 
Party. For some weeks, urgent efforts 
were made to effect a compromise on 
phraseology that would satisfy all 
pressure groups. ‘These looked like 
succeeding; but on August 18 the 
House Committee decided, quite sud- 
denly, that the legislative programme 
would not permit legislation this year. 

This failure puts severe limitations 
on the ‘Treasury’s manceuvrability in 
current conditions. The terms of recent 


short-term market offers show clearly 
that no long-term issues are practicable 
within the yield limits set by the exist- 
ing legislation. Moreover, while the 
near-term cash needs of the Treasury 
have been reduced sharply by the suc- 
cess of the note offers reported last 
month, there will be growing pressure 
on all available funds this autumn, 
while the Federal Reserve System will 
be clearly reluctant to ease the pressure 
on the commercial banks. Pressure on 
short rates is thus likely to increase. 
It is difficult to see how the Fed can 
delay for long the adjustment of its 
rediscount rates to the higher rates now 
ruling for ‘Treasury bills and bank loans. 


American Economic Indicators 


Production and Business: 


1958 1959 





1956 1957 1958 





Dec May June July 


*Industrial production (1947-49 = 100) 143 143 134 142 153 155 153 
*Gross private investment (billion $).. 65.9 64.4 544 — 775 — -—- 
*New plant and equipment (billion $).. 35.1 37.0 30.5 — 32.3 — 33.4 
*Construction (billion $) 46.1 47.3 49.0 53.7 55.4 55.0 55.0 
Housing starts (000 units) 93.2 86.8 100.8 91.0 137.0 136.0 126.0 

*Business sales (billion $) 54.8 56.3 54.0 57.4 61.5 62.1 ~~ 

*Business stocks (billion $) ; a 89.1 90.7 85.2 85.2 88.3 89.1 —-— 
Merchandise exports (million $) .. 1,591 1,738 1,448 1,514 1,552 1,426 — 
Merchandise imports (million $) .. 1,051 1,082 1,069 1,253 1,264 1,369 , 

Employment and Wages: 

*Non-farm employment (million) 51.9 52.2 50.5 50.8 52.1 52.4 52.6 
Unemployment (000s) y re 2,936 4,681 4,108 3,389 3,982 3,744 
Unemployment as % Tabour force 4.3 6.8 6.0 4.9 5.6 5.2 
Hourly earnings (mfg) ($) . 1. ‘93 2.07 2.13 2.19 2.23 2.24 2.23 
Weekly earnings (mfg) ($) .. .. 79.99 82.39 83.71 88.26 90.32 90.17 90.09 

Prices: 
Moody commodity (1931 = 100) { —_ i tan gen > 389 «389 «386382 
Farm products (1947-49 = 100) 88.4 90.9 94.9 90.7 90.8 89.8 88.4 
Industrial (1947-49 = 100) - ~. 112.2 125.6 126.0 127.2 128.4 128.2 128.4 
Consumers’ index (1947-49=100) .. 116.2 120.2 123.5 123.7 124.0 124.5 — 
Credit and Finance: 
Bank loans (billion $).. - 90.3 93.9 98.0 98.0 102.4 104.3 105.9 
Bank investments (billion $) .. 74.8 76.2 86.6 86.6 83.1 81.2 81.4 
Bank loans (partial) (billion $) 31.3 31.8 30.8 31.4 31.0 32.0 28.6 
Consumer credit (billion $) 42.0 44.8 45.1 45.1 458 46.7 — 
Treasury bill rate (%). : 2.66 ee rn? oo! hl ?lhU SS 
US Govt Bonds rate (%) aod a 3.08 3.47 3.43 3.80 4.08 4.09 4.11 
Money supply (billion $) : 226.4 232.3 247.5 247.5 244.8 245.1 247.6 
Federal cash budget (++ or —) (mill $) +5,524 +1,194-—7,288 -7,133 -253 
US Treasury gold stock (mill $) .. 21 ,949 22,781 20,534 20,534 20,188 19, 705 19, 636 


Notes.—Starred items are seasonally 
adjusted. Latest figures are preliminary 
or estimated. Yearly figures are given for 
private investment and equipment for 
1956-58 and then quarterly figures at annual 
rates. Construction figures show monthly 
averages 1956-58. Business stocks, money 
supply, bank loans, consumer credit and 
gold stock show amounts outstanding at the 


end of the period. Moody’s commodity 
index shows high and low 1956-58, and 
end-month levels. Weekly bank loans are 
derived from partial returns only. Budget 
figures are cash totals. Quarterly figures are 
throughout shown in the middle month of 
the quarter. ‘Treasury bill and bond rates 
are average for month or year. 
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a new town CVCTY mont 


Australia has a monthly population increase of 20,000—the equivalent of a new township every 


month of the year. But Australia is in a position to welcome such expansion. Matched by vast re- 
sources—and resourcefulness—expansion goes hand in hand with prosperity. 

Just as the Australian is proud of his country’s achievements, so has every Briton a right to be proud. 
For Australia was founded with British capital and, in the main, developed with British capital. In 
the last ten years alone, British investment in Australia has totalled almost £500 million—sufficient 
evidence of the favourable climate awaiting British capital. 

Australians look forward with confidence to a continuing trading, manufacturing and financial partnership with 
Britain. Representatives of the Federal Government of Australia in the United Kingdom will be glad to provide 


information about opportunities and methods on trade, investments and migration. 


AUSTRALIA 


AUSTRALIA'S REPRESENTATIVES ARE AT AUSTRALIA HOUSE, THE STRAND, LONDON, W.C.2 
S60 











INTERNATIONAL 
REVIEW 





AUSTRALIA 


Dollar Discrimination Ended — In 
view of the continued improvement in 
the country’s balance of payments the 
Federal Government decided at the end 
of July to raise the import licensing 
ceiling by £A50 millions to £A850 
millions. Simultaneously discrimination 
against almost all dollar imports was 
discontinued. 


Reflationary Budget — The budget 
statement for 1959-60 included provision 
for a cut in the standard rate of income 
tax and anumber of other concessions to 
taxpayers designed to stimulate demand. 
Mr Holt, the Federal ‘Treasurer, ex- 
plained that the Government took the 
view that the economy was sufficiently 
sound to warrant going ahead with its 
expansion programme. 


BELGIAN CONGO 


Falling Reserves——Bank rate was raised 
from 3? per cent to 4} per cent early in 
August primarily to help the authorities 
deal with the outflow of foreign exchange. 
Consideration is being given to the 
raising of a loan on the Belgian capital 
market with the Belgian Government’s 
guarantee. Uneasiness about the future 
of the political situation is making it 
difficult for the Congo authorities to 
obtain finance from normal sources. 


BRITISH GUIANA 


Five-Year Plan—lIn discussions held 
in London between representatives of 
the British Guiana Government and 
UK officials on the outline of a develop- 
ment programme for the colony for the 
five-year period beginning on January 1 
next, it was agreed that finance so far 
foreseeable would justify embarking on 


a programme involving total outlays of 
£22 millions. It was also decided that 
the possibility of finding finance for an 
enlarged programme costing {£28 mil- 
lions should be investigated. 


BRITISH HONDURAS 


Development Aid—A British ‘Treasury 
official, Mr J. Downie, has been ap- 
pointed to examine the economic prob- 
lems of the colony and help the Govern- 
ment with the formulation of a develop- 
ment plan for the 1959-64 period. ‘The 
UK Government has stated that it 
intends to provide the country with {£2 
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millions of assistance during this five- 
year period under the Colonial Develop- 
ment and Welfare Acts. 


BURMA 


Highway Construction—A survey team 
comprising army experts, public works 
department surveyors and American 
engineers has completed a preliminary 
survey of the proposed Rangoon-Man- 
dalay highway. It is hoped that work 
on the road, which will be largely 
financed by American grants, will start 
during the last quarter of the year. ‘The 
project is part of the present Govern- 
ment’s drive to reduce the cost of living 
and improve internal trading conditions. 


CANADA 


Rising Interest Rates—The insistence 
of the authorities that money must be 
kept tight to prevent economic re- 
expansion leading to a new inflation 
resulted in the Treasury bill rate exceed- 
ing 6 per cent in the first half of August, 
carrying Bank rate—which is fixed } per 
cent above bill rate—up to 6.41 per cent. 
Following this, the chairman and presi- 
dent of the Royal Bank of Canada, Mr 
James Muir, has argued that curtailment 
of credit and rationing of loans had been 
forced on the country’s chartered banks 
by a combination of tight money and 
the 6 per cent legal ceiling on the char- 
tered banks’ lending rates. Mr Diefen- 
baker, the Dominion Premier, has 
answered this by asserting that, as the 
chartered banks only borrow funds from 
the central bank in very unusual circum- 
stances, he could not see how the rise in 
the Treasury bill rate should affect their 
lending activities. 


CEYLON 


Development Plan—The new ten- 
year Development Plan provides for total 
capital investment of Rs 13,600 millions. 
Of this the Government’s share will be 
Rs 8,337 millions; private investment 
will amount to Rs 4,409 millions, and 
the remaining Rs 855 millions will be 
represented by self-help. The plan 
proposes expenditure of Rs 2,314 millions 
on industrial development. It is pointed 
out that, while industrialization could be 
achieved without foreign help, it will be 
greatly speeded up if such assistance is 
available. 


CHILE 


Foreign Credits—The Chilean Finance 
Minister, Senor Vergara, announced on 


his return from visits to the US, Britain, 
Western Germany and France that he has 
obtained foreign loans of a total value of 
US $282 millions. Most of this money 
represents credits obtained from Ameri- 
can institutions, including the Export- 
Import Bank and the IMF. 

The remainder will come mainly from 
Western Germany and France in the 
form of financial assistance for specific 
development projects. 


COLOMBIA 


World Bank Loan—A loan of US $12 
millions has been made by the World 
Bank to an autonomous public utilities 
agency operating in the Medellin and 
neighbouring areas to finance a hydro- 
electric power project, the total cost of 
which will be $19.3 millions. 


DENMARK 


Payments Deficit—There was a sharp 
deterioration in the country’s visible 
balance of payments in the first half of 
1959. Exports increased by some Kr 200 
millions to Kr 4,400 millions. Imports, 
however, were almost Kr 750 millions 
higher at Kr 5,150 millions, so that the 
deficit came out nearly Kr 600 millions 
beyond the 1958 level at Kr 746 millions. 


EUROPE 


ECSC and Coal—During a conference 
held in August to approve plans for 
assisting Belgian collieries to overcome 
their immediate difficulties, the Council 
of Ministers of the European Coal and 
Steel Community considered long-term 
arrangements for the reconstruction of 
the west European coal industry. 


FINLAND 


German Loan—The Mortgage Bank 
of Finland has raised a loan valued at 
£4.3 millions in the West German capital 
market for financing the Outokumpu 
copper and zinc mining project. This 
is the largest credit ever obtained for 
a single project in Finland and _ has 
been secured without a Government 
guarantee. 


FRANCE 


New Investment Fund—A_ Franco- 
German group of banks has set up the 
first trust fund that will invest exclu- 
sively in French securities. Known as 
AGEFA, it will be an open-end fund. 
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Electronic Installation—The banking 
concern of Le Credit Industriel et Com- 
mercial has installed an IBM 705 elec- 
tronic data processing system to look 
after its entire accounting operations. 


GERMANY 


GATT Finding—The latest annual 
report of the GAT’T’ emphasizes that 
the striking headway Western Germany 
made in relation to the United Kingdom 
in the export field after 1953 1s chiefly 
explained by the fact that her exports of 
manufactures were directed principally 
to western Europe, the world’s fastest 
growing market. 


UK Trade—Recent statistics show that 
the trade surplus with the UK, which 
has been such a feature in recent years, 
disappeared in the first half of 1959, the 
flow of goods in each direction amount- 
ing to just over £67 millions. 


GHANA 


German Guarantees—Following talks 
in Bonn between West German officials 
and the Minister of Finance, Mr 
(sbedemah, it was announced that West 
Germany was prepared to issue guaran- 
tees for a total value of DM 200 millions 
for German investments in Ghana’s 
development. 

Communications Decision — The 
Communications Minister has_ stated 
that the Government will take over ex- 
ternal communications when the licence 
of the Cable and Wireless Company 


expires in 1962. 


INDIA 


No Bank Nationalization — The 
Minister for Revenue and Civil Ex- 
penditure, Mr Gopala Reddi, has an- 
nounced that the Government resists 
the idea that banks should be nationalized 
as a means of raising finance for eco- 
nomic development plans. 


Loan to ICICI—The World Bank has 
approved a loan equivalent to $10 
millions to the Industrial Credit and 
Investment Corporation of India Limited, 
a privately owned venture providing 
assistance to private industry by invest- 
ment and underwriting. As with an 
earlier Bank loan of $10 millions, this 
loan will be used to meet the foreign 
exchange requirements of projects fin- 
anced by the Corporation. The interest 


rate on the loan, which is for a term of 
ten years, has not yet been fixed. 
Amortization will begin in October, 1962. 
The government of India will guarantee 
the loan. 


World Bank Loan—A loan equivalent 
to $50 millions for a programme of 
modernization and expansion being 
carried out by the Indian Railways has 
been approved by the World Bank. ‘The 
railway programme is a central part of 
India’s Second Five-Year Plan, which 
runs to March 31, 1961. Seven private 
banks, including Lloyds Bank, are par- 
ticipating in the loan without the World 
Bank’s guarantee for a total equivalent 
to $3.8 millions, representing all of the 
first three maturities and part of the 
fourth. The fifth and sixth maturities 
fall due between January, 1963, and 
July, 1965. ‘The loan, which is for a term 
of twenty years, brings the amount the 
World Bank has lent for the current rail- 
way programme to $225 millions. 


INDONESIA 


Rupiah Devalued—In a bid to halt the 
recent serious deterioration in the coun- 
try’s internal and external economic 
circumstances, the Government has de- 
valued the rupiah and carried through a 
severe programme of financial reform. 
Following the devaluation, which fixed 
a basic rate for the US dollar of 45 
rupiahs against 11.45 previously, the 
authorities carried out a tidying up of 
the exchange control system, which 
provided, among other things, for the 
abolition of the export certificate method 
of financing imports and the introduction 
of a system of export and import duties. 


IRAN 
World Bank Loan—The World Bank 


has granted a loan of $5 millions to 
help finance the development of private 
industry. “The money will be put at the 
disposal of the Industrial and Mining 
Development Bank of Iran. This insti- 
tution, which is expected to open for 
business before the end of the year, is 
being formed by private investors from 
Iran, America, Britain, France, Belgium, 
Western Germany, Holland and Italy. 


IRAQ 


Rising Oil Revenues— The Iraq 
Petroleum Company has increased the 
Government’s oil revenues by £7 mil- 
lions in less than four months as a 
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BRILLIANT NEW ELECTRONIC ACCOUNTING 
MACHINE REDUCES POSTING TIME, ENSURES 100%, 
ACCURACY, BALANCING TIME AND OPERATOR WORK 





The new Burroughs Sensitronic provides ledger 
keeping with the advantage of both a visible 
record and magnetic storage e Electronically 
reads the old balance from the ledger card 

e Electronically checks that it is read and 
printed correctly e Electronically aligns the 
form to the correct writing line 

e Electronically checks that all amounts are 
posted to the correct account e Automatically 
computes, prints and proves the new balance 
on the account e Electronically alerts the 
operator of accounts requiring special handling 
e Automatically ejects the form when posted 
and balanced e Automatically produces ledger, 
or statement, or both simultaneously in 
original print e Electronically produces 
periodical trial balances without the need to 
index the balances. 























BURROUGHS SENSITRONIC 


Formore details, contact Burroughs Adding Machine Ltd., 
356-366 Oxford St., London, W.1. Telephone: Hyde Park 9386! 
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result of the completion of several loops 
of the pipeline it is building to increase 
production in Northern Iraq. 


ISRAEL 


Ambitious Plan—A new development 
plan covering the 1960-65 period drawn 
up by the Ministry of Commerce and 
Industry aims at doubling the country’s 
industrial output and exports by the 
mid-1960s. It is hoped that this will 
more than halve the payments gap. 


No Devaluation—The Governor of the 
Bank of Israel, Mr David Horowitz, 
has denied rumours of an impending 
devaluation of the Israeli pound. 


ITALY 


British Banks’ Investment—It has 
been confirmed that three British bank- 
ing houses—Baring Brothers, N. M. 
Rothschild and S. G. Warburg—have 
made a capital investment in Efibanka, 
the Italian medium-term credit and 
underwriting company, in which one 
of the leading Italian commercial banks, 
the Banca Nazionale de Lavoro, has a 
large interest. Efibanka will not attempt 
to market Italian shares in London 
through the three British banks. 


Taranto Steel Plant—The Government 
has decided to go ahead with its much- 
criticized plan to build a major steel 
plant at ‘Taranto in southern Italy. 
Work on the project, the total cost of 
which is estimated at about £90 millions, 
will start at once. 


JAPAN 


Rising Exports—The Economic Plan- 
ning Agency has reported that there has 
been a considerable rise in the tempo of 
economic activity in recent months, 
mainly as a result of the growth of 
exports. 

Sterling Balances Decision — The 
Minister of Finance, Mr Sato, has con- 
firmed that the central bank will increase 
the amount of sterling held with the 
Bank of England. ‘This is to strengthen 
the country’s working balances in ster- 
ling, the shortage of which has been 
forcing the Japanese commercial banks 
to make extensive use of sterling credit 
facilities provided by British banks. 
German Trade Talks—During trade 
talks with West German officials, which 
began in ‘Tokyo towards the end of 
July, the Government has made strenu- 
ous efforts to obtain a relaxation of 


restrictions on exports to West Germany. 


MALAYA 


Election Result—The Alliance Party 
emerged victorious from the Federa- 
tion’s general election in mid-August. 
Tungku Abdul Rahman will continue 
as Prime Minister. ‘The result of the 
election had a stimulating effect on the 
Malayan stock market. 


Indonesian Trade—Talks are to be 
held with Indonesia in 1960 with a view 
to settling outstanding trade issues be- 
tween the two countries, including the 
vexed question of entrepét trade. 


NEW ZEALAND 


Improving Payments—In the twelve 
months to June 30 the country showed a 
surplus of £41 millions in overseas ex- 
change transactions, after allowing for 
net borrowing abroad of £22 millions. 
In the preceding twelve months there 
had been a deficit of £60 millions after 
net official borrowing of £144 millions. 
Export earnings rose by £33 millions to 
£290 millions, whereas imports were 
sharply down. ‘The Finance Miunister, 
Mr Nordmeyer, has stated that this 
improvement will clear the way for a 
further liberalization of imports in 1960. 
UK Trade Pact—The new trade agree- 
ment with Britain giving New Zealand 
the right to make reductions in British 
tariff preferences was signed in mid- 
August. Mr Nash, the Prime Minister, 
said that while the new pact preserves 
close economic ties with Britain, it recog- 
nizes that both countries must be free 
to adjust trading relationships to cope 
with developments in world trade. 


NIGERIA 


New Road Bridge—An agreement has 
been signed with ‘Taylor Woodrow 
(Nigeria) for the construction of a road 
bridge across the River Niger at a cost 
of £5} millions. The bridge, which will 
be the first direct link between the 
east and west regions of the country, 
will take over four years to complete. 


UK Loan—Following talks in London 
between the Minister of Finance, Chief 
Okotie-Eboh, and British officials, the 
UK Government has undertaken to 
make loans totalling £15 millions for 
financing the country’s current develop- 
ment programme. ‘The total cost of 
this programme, which is due to be 
completed by 1962, is estimated at £153 
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I am the very pattern of a modern business fitment, 

For forward-looking Companies essential equipment. 

On paper or magnetic tapes, on cards replete with punches, 
I provide the facts and figures to substantiate your hunches, 
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In fractions of a second I’ll produce the right statistics, 

I’m the crystal ball’s successor in all matters of logistics. 

I assist in forward planning, I assess each forward shipment. 
I am the very model of a modern business fitment. 


Men and Machines at your service 


Whatever the size of your. business, if 
you believe that your research, production, 
marketing or financial affairs are capable 
of improvement there are well-established 
reasons for thinking that International 
Computers and Tabulators can help you. 

I-C:T is the largest manufacturer of 
data processing equipment in_ Great 
Britain. It offers the widest range of 
equipment in the world — punched card 
machines using 21, 40, 80 and 160 column 
cards —to small, medium and _ large 
electronic computers employing com- 
binations of punched cards, paper tapes 
and magnetic tapes. Backed by Hollerith’s 





50 years and Powers-Samas’ 43 years of 
experience in this field. 

Determining the optimum method of 
employing data processing equipment is 
a highly skilled task. I-C-T staff are 
experienced in these matters. The com- 
bination of I-C-T staff, equipment and 
training has proved valuable to enter- 
prises of widely divergent character and 
size. It is currently saving time, cutting 
costs, assisting in production control and 
forward planning in firms with a pay roll 
of under 20, local authorities, nationalised 
industries and vast corporations. 

We suggest that you get in touch with us, 


INTERNATIONAL COMPUTERS 
AND TABULATORS LIMITED 


HEAD OFFICE: Gloucester House, 149 Park Lane, London, W.1 
Telephone: Hyde Park 8080 
Offices throughout the United Kingdom and overseas 


ALL THE RESOURCES OF HOLLERITH AND POWERS-SAMAS 


————————— 





566 








| 





rs of 


d of 
nt is 
are 
com- 
and 
nter- 
and 
tting 
and 
r roll 


lised 


h us. 


RS 


Se 
oO 





millions. The British advance will cover 
about half of the gap remaining after 
allowing for revenue from local sources, 
World Bank credits of £10 millions, and 
unspent balances of some £6 millions 
of Colonial and Welfare grants. 


NORWAY 


Trade Trends—Foreign trade statistics 
for the first half of the year reveal a 
marked tendency for trade with the 
proposed ‘‘ Outer Seven” group of 
countries (of which Norway will be one) 
to increase at the expense of trade with 
the common market countries. Exports 
to “‘ the Seven ”’ were 15 per cent higher 
than a year earlier, and imports 5 per 
cent higher, whereas exports to common 
market countries rose by only 3 per cent 
and imports fell by 2.6 per cent. 


PAKISTAN 


Price Controls Lifted—The Govern- 
ment removed price controls on 50 
items in mid-August as part of its policy 
of making trade as free as possible with- 
out causing hardship to consumers. 
The main items still subject to price 
controls are essential foodstuffs, textiles, 
building materials and medical supplies. 


PORTUGAL 


Joining Fund and Bank ?—An applica- 
tion has been made for membership of 
the International Monetary Fund and 


the World Bank. 


SPAIN 


Higher Bank Rate—In the first week 
of August the Bank rate was raised from 
5 to 6} per cent as part of the disinfla- 
tionary programme in support of the 
currency stabilization plan. 


SOUTH AFRICA 


Capital Influx—Dr de Kock, the 
Governor of the Reserve Bank, pointed 
out in his annual statement to stock- 
holders that a continued substantial in- 
crease in gold output and in Government 
capital expenditures were the main con- 
tributory factors that had enabled the 
Union to avoid a general recession. The 
country had also been helped by the 
fact that in the 18 months to mid-1959 
there had been a net inflow of foreign 
capital of £69 millions compared with 
ro outflow of some £20 millions in 
57. 


TURKEY 


Import Restrictions Eased—The im- 
provement in the country’s balance of 
payments brought about by the 1958 
economic stabilization plan has enabled 
the authorities to sanction a consider- 
able increase in imports. ‘The quarterly 
global import quota announced in mid- 
August provides for total purchases 
abroad at an annual rate of $240 mil- 
lions, compared with an average rate of 
$180 millions in the two preceding 
quarters. Among imports previously 
banned that now get a quota are motor 
cars. 

Common Market Link?—The Turkish 
Government has sent a letter to the 
president of the Council of Mia£inisters 
of the common market asking for the 
“privilege of association’’ with the 
community. 


USSR 


HP for Consumers—The Government 
has sanctioned the introduction of a 
hire-purchase system for consumer dur- 
able goods, including watches, bicycles, 
cameras and radiograms. ‘The down- 
payment required will be 25 per cent 
and the purchaser will be given six 
months to pay the balance. The decision 
entails a reversal of the previous official 
attitude to the use of credit for con- 
sumer goods transactions. 


VENEZUELA 


“No Oil Cartel ”’—The Minister for 
Oil, Senor Alfonso, has stated that talks 
with Arab oil-producing states started 
during the Cairo oil conference earlier 
in the year were not concerned with the 
formation of an oil cartel. ‘They were, 
however, proving “ useful ’’. 


YUGOSLAVIA 


Debt Agreement—Agreement has been 
reached with the American Foreign 
Bondholders Protective Council on a 
partial resumption of the debt service 
on Yugoslavia’s defaulted dollar bonds. 
The Council’s president has stated that 
it is hoped to negotiate a permanent 
settlement of the problem before the 
expiration of this temporary arrange- 
ment. ‘The interim settlement provides 
that each bondholder shall receive $15 
on each $1,000 bond in the first year 
and an additional $24 each year there- 
after until 1964. 
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APPOINTMENTS AND RETIREMENTS 


Barclays Bank—London—Crouch End: Mr 
K. H. Martin, from Colindale, Hendon, to 
be manager on retirement of Mr H. G. 
Neary; Fenchurch St (City Office): Mr J. R. 
Beale, from St Mary Axe, to be joint city 
office manager on retirement of Mr R. A. P. 
Johnson; Hornsey Rd: Mr A. F. Lewis, from 
Oxford Circus, to be manager on retirement 
of Mr J. B. Hall; Stepney: Mr J. H. Holmes, 
from Commercial Rd, to be manager; St 
Mary Axe: Mr R. E. Porter, from Lombard 
St, to be manager. Alford: Mr E. W. L. 
Odam, from Stamford, to be manager. 
Alnwick: Mr L. H. Forster to be manager 
on retirement of Mr R. Hutchinson. Ash- 
ford, Middlesex: Mr H. L. Powell, from 
Staines, to be manager on retirement of 
Mr H. P. Stewart. Brigg: Mr J. Moffat, 
from Mansion House, York, to be manager. 
Bristol, West St: Mr I. A. Haslam, from 
Corn St, to be manager. Dagenham Dock: 


Mr R. A. Stephens, from Barking, to be 
manager. Edgware, High St: Mr J. M. 


Balch, from Kentish Town, to be manager. 
District Bank—Mr I. B. Parry, from Old 
Bond St, London, to be an assistant in- 
spector. Biddulph: Mr F. R. Bestwick, 
from Stoke-on-Trent, to be manager. 
Cheadle, Cheshire: Mr G. Thornley, from 
Wilmslow, to be manager. Fenton: Mr 
C. Shaw to be manager. Leicester: Mr 
K. Talks, from Derby, to be manager. 
Lloyds Bank—Head Office, Advance Dept: 
Mr C. F. Blewett, from Weston-super- 
Mare, and Mr R. H. Smith, from Exeter, 
to be assistant controllers. Dist Office, York- 
shire: Mr E. West, from Leeds, to be dist 
manager’s assistant. London—Hampstead: 
Mr A. L. Osborne, from Head Office, to be 
manager on retirement of Mr G. Proude; 
Stock Exchange: Mr E. Everest, from Head 
Office, to be manager on retirement of Mr 
C. E. Goddard. Abergavenny: Mr C. B. 
Williams, from Newent, to be manager on 
retirement of Mr J. L. Elliott. _A/ton: Mr 
B. F. C. Hall, from Watlington, Oxford, to 
be manager on retirement of Mr F. H. 
Foster. Blackburn: Mr C. Davies, from 
Liverpool, to be manager. Calne: Mr 
J. W. H. Buckingham, from Cirencester, to 
be manager on retirement of Mr H. G. P. 
Fraser. 

Martins Bank—Mr N. N. Jobling, from 
Midland Dist, to be Liverpool Dist general 
manager; Mr D. C. Bardsley, from Liver- 
pool Dist, to be Midland Dist general 
manager at Birmingham; Mr G. H. M. 
Clayton, from Shrewsbury, to be Liverpool 
Dist superintendent of branches. Head 
Office: Mr J. L. Shenton to be superin- 
tendent of branches (staff); Mr J. H. 
Pickering to be staff manager; Mr W. E. 
Turnbull, from Heywoods Branch, Liver- 
pool, to be joint superintendent of branches. 
Midland Bank—Head Office: Mr D. W. 
Sawyer, from Sheffield, to be a superin- 
tendent of branches in succession to Mr 


S. A. Bowman; Mr B. N. Seymour, from 
Corn St, Bristol, to be a dist staff superin- 
tendent; Mr G. B. Arnold, from Hinckley, 
to be deputy superintendent, Training Dept. 
London—High Holborn (new branch) : Blooms- 
bury and 120 High Holborn branches have 
been closed and the managers, Mr R. E. 
Cordwell and Mr F. G. Sivyer, to be joint 
manager; York Rd: Mr J. Q. Jones to be 
manager. Abingdon: Mr C. R. Hollis to be 
manager in succession to Mr S. Cracknell. 
Boreham Wood: Mr J. T. B. Hill to be 
manager in succession to Mr E. H. J. 
Summers. Grimsby, Victoria St: Mr G. W. 
Evans, from Middlesbrough, to be manager 
on retirement of Mr J. W. Boyd. Harlow, 
Town Centre: Mr A. Cole to be manager. 
National Provincial Bank—Mr W. B. 
Davidson, from Bradford, to be an assistant 
general manager. Head Office, Advance Dept: 
Mr P. V. Rickword to be a controller. 
London—Kilburn: Mr H. C. Bazley, from 
Liverpool St Stn, to be manager. Bingley: 
Mr W. E. Jones, from Batley, to be manager 
on retirement of Mr J. Chapman. Bradford 
Dist Bank Office: Mr R. Lamb, from West- 
gate, Huddersfield, to be manager. Brighton, 
Norfolk Sq: Mr C. G. Bailey, from Little- 
hampton, to be manager on retirement of 
Mr P. H. F. Edgerton. Croydon, White- 
horse Rd: Mr F. J. R. Izzett, from East- 
cheap, to be manager. Hornchurch: Mr 
G. E. Jones, from Brentwood, to be manager 
on retirement of Mr H. Sparks. Hounslow: 
Mr F. Balister, from Temple Fortune, to be 
manager on retirement of Mr A. E. Cook. 
Huddersfield, Westgate: Mr G. M. Armitage 
to be manager. Keighley: Mr W. Elviss, 
from Leeds, to be manager on retirement 
of Mr L. B. Scott. Lampeter: Mr T. H. W. 
Thomas, from Tregaron, to be manager on 
retirement of Mr R. H. Roberts. 
Westminster Bank—Head Office: Mr S. E. 
Thomas, from Stratford, to be an inspector 
of branches; Mr E. E. Dobby, from Vic- 
toria Circus, to be an inspector of branches. 
London—Chancery Lane and Holborn: Mr 
J. H. Griffiths, from Mark Lane (Corn 
Exchange), to be manager on retirement of 
Mr R. W. Hoider; Mark Lane (Corn Ex- 
change): Mr T. McMillan, from Covent 
Garden, to be manager; Stratford: Mr C. T. 
Walter, from Seven Kings, to be manager. 
Crewkerne: Mr P. M. Devereux to be 
manager on retirement of Mr M. G. Scutt. 
Halstead: Mr S. L. Grainger, from Crow- 
borough, to be manager on retirement of 
Mr N. Playne. Handsworth: Mr J. W. 
Thompson, from Sheldon, to be manager. 
Leicester, Hinckley Rd: Mr E. R. Ware, 
from Leicester, to be manager on retire- 
ment of Mr J. Hampson. 

Williams Deacon’s Bank — Runcorn, 
Cheshire: Mr J]. M. Quinn to be manager 
on retirement of Mr W. Pilling. Urmston, 
Lancashire: Mr S. Robinson to be manager 
following the death of Mr A. J. Dearden. 
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Trend of * Risk’’ Assets 


(£ million) 























Aug 19, 1959 cr CHANGE IN . 
% of Year to Monthly Periods 
Gross Aug 1959 — 
Deposits 1959 May June July Aug 
Investments: 
Barclays ‘ .. 412.8 26.5 -120.3 -28.0 -21.2 + 2.9 + 0.1 
Lloyds a. - Been SZ — 80.2 —-14.8 +10.3 - 0.6 —- 0.7 
Midland us -. 444.9 29.9 — 32.0 — + 90.2 — + 0.1 
National Provincial .. 183.8 22.4 — 55.6 + 0.2 -— - 0.9 + 0.1 
Westminster . . woe i; a ~ 61.0 — - 6.2 - 6.8 — 4.5 
District - es 62.0 26.0 — 12.2 — —- = - 0.2 
Martins ' ea 69.7 21.2 —- 20.2 - 2.7 -— 4.1 — —- 4.0 
Eleven Clearing 
Banks ..1,810.7 26.0 — 388.4 ~47.0 -21.2 - 5.4 — 8.9 
Advances: 
Barclays . 61.8 38.7 +202.2 +18.7 +25.2 +24.0 + 7.1 
Lloyds a% .. 491.9 39.6 4+-124.3 + 3.4 4.2 +4+3.5 + 8.4 
Midland - .. 536.4 36.0 +117.2 +10.4 + 0.5 +12.4 +11.9 
National Provincial .. 329.8 40.2 + 70.4 + 9.1 -—-11.5 +11.9 -12.4 
Westminster . . .. 354.4 39.5 + 96.4 + 5.8 + 7.9 +13.9 + 3.3 
District - ima 94.1 39.5 + 18.3 +3.7 +1.9 -—- 2.3 + 0.6 
Martins .. 141.0 42.8 + 42.1 + 5.6 + 3.3 + 6.1 + 3.1 
Eleven C learing 
Banks .. 2,697.4 39.0 + 704.4 +61.1 25.4 +89.4 +21.7 
Trend of Bank Liquidity* 
‘1957 1958 1959 








Mar Dec Mar July Aug Dec Mar 17 30. July Aug 
o o/ 


O;/ oO; o;/ oO;/ o;/ Oo » 4 Oo; 0 


/o /O /o /o /0 o 
Barclays 1s See8 Orit “SO.8 Be. Be Fas Beis  Be.t se.F. Sse See 
Lloyds -» Qe Bean aeee Beek seis Fee Bee ee” Ss es: a 
Midland ~§ Bi RO BF HD MS B.F We 2.5 Be.d 226° 3.3 
National Prov 31.1 39.5 34.0 34.2 34.1 36.0 31.1 33.8 33.0 33.8 35.8 
Westminster... 34.3 39.0 35.4 32.5 34.2 33.2 32.8 31.7 32.1 32.8 34.0 
District <o Saat apa seve 24.5 33:9 Feit Re See ae. See Bee 
Martins so ame? (SES SEF Fes HF RS 9. Beis eeee Seite. oe 


All Clearing 
Banks -. 2:6 3.4 33.9 33.8 33.4 H.6 2.0 32.3- 32.0 32.7 3.9 


** Cash, call money and bills shown as percentage of gross deposits. 





Money and Bill Rates 


Mondays: a 13, July 20, July 27, Aug 4,t Aug 10, Aug 17, Aug 24, Aug 31, 
959 1959 1959 1959 1959 1959 1959 1959 


Per cent 
Bank rate 5M 4+ 4 4 4 + + + + 
Treasury bills: 
Av allotment rate* 3% 3 45 3 45 34 34 34 34 34 
Market’s dealing 
rate,3 months... 33 33 338 3 45 38 3 43 348 3 43 
Bkrs’ deposit rate 2 2 2 2 2 2 2 2 


Short money: 

Clearing bks’ min 23 3 2% 23 2? 23 23 

Floating money 34-34 34-3} 34-33 22-34 343% 343% 2[-33 33-33 
US Treasury bill 3.401 3.337 3.047 3.043 3.150 3.417 3.824 3.889 


* Preceding Friday. +t Lowered from 4$°% on 20.11.58.  { Tuesday after Bank Holiday. 
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THE EXCHEQUER FINANCES 





I—The Budget 
(£ million) 
Gain or 
Original Expected April 1, loss* on 
budget gain or 1959, to corresponding 
estimates loss* on Aug 22, period of 
1959-60 1958-59 1959 1958-59 
Total Inland Revenue 2,856 - 160 810.4 +29.8 
Customs and Excise .. 2,150 — 41 914.2 +14.7 
Other revenue 319 + 46 94.1 +27.6 
Total ordinary revenue 5,325 - 155 1,818.7 +72.1 
Debt interest (including sinking fund) 639 + 62 261.0 +19.1 
Other consolidated fund __.... 89 - 4 30.3 - 1.0 
Supply expenditure .. 4,495 - 178 1,611.3 - 56.6 
Total ordinary expenditure 5,223 -120 1,902.6 — 38.5 
Above line surplus or deficit +102 - 275 - 83.9 +33.6 
Net deficit below line - $23 — 264 — 245.3 — 66.7 
of which 
local loans (net lending shown 
minus) .. - + 55 + 3 + 25.2 + 3.2 
loans to state industries, net - 621 -116 — 202.8 — 33.9 
Total deficit . ‘a - - -721 — 539 — 329.2 — 33.1 
* Plus indicates increase in receipts or surplus, fall in expenditure or deficit. Minus 
indicates fall in receipts or surplus, rise in expenditure or deficit. 
II—National Savings 
(£mn: Receipts into Exchequer reported during period) 
Savings Total 
Certi- Defence Savings Premium Total Accrued Defence Remain- 
ficates Bonds Banks Bonds Small Interest Bond ing In- 
(net) (net) —. (net) (net) Maturity vested® 
1953-54 .. +19.0 + 0.3 - 79.3 —- - 60.0 88.6 -38.4 6,008.7 
1954-55 .. +46.0 +51.1 - 35.4 — + 61.7 88.8 -28.8 6,126.2 
1955-56 .. +19.7 +21.5 - 80.4 —- - 39.2 82.7 -50.8 6,123.6 
1956-57 .. +72.0 + 3.2 -20.6 +65.0 +119.5 35.5 -38.9 6,124.0 
1957-58 .. —21.3 -22.2 -62.4 +80.2 - 15.6 45.9 -17.7 6,154.3 
1958-59 . +131. 9 +117.9 -55.2 +66.5 +270.4 54.4  -10.0 6,479.1 
1958-59 
April-June +12.3 +15.4 -16.9 +15.3 + 26.0 16.6 - 5.1 6,309.0 
July + 6.8 + 7.7 £4-23.4 + 5.0 - 3.8 5.8 —-— 0.4 6,311.0 
1959-60 
April-June +26.0 +38.5 +13.6 +15.4 + 93.6 16.4 - 0.6 6,692.0 
July ee EF 2.6 + 11.4 5.1 - 0.2 6,708.0 
* After taking account of net sales through the Post Office Savings Bank of Government 


securities other than defence bonds. 


Ways and Means Advances: 
Bank of England 
Public Departments 
Treasury Bills: 
‘Tender 
Tap 

















IiI—Floating Debt 

(£ million) Change in three 
ane Aug months to 

Beginning of April* 22. Aug 22, Aug 23, 
289 .3 239.6 291.6 247.1 -— 18.1 —-— 38.6 
2,860.0 3,120.0 2,950.0 3,220.0 +300.0 + 70.0 
1,306.4 1,499.4 1,986.3 1,886.7 -125.9 +120.6 
4,455.7 4,859.0 5,227.9 5,353.8 +156.0 +152.0 














* First return in each fiscal year (since split of Treasury bills cannot usually be calculated 


at March 31). 
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; 2.814 2.814 
3 months - cpm ycpm 
Security* 2.794 2.79% 





Sterling-Dollar Exchange Rates 


July 17, July 24, July 31, 
1959 


1959 1959 








2.814 
pc pm 

2.80 x% 
* New York market quotations. 








2.814% 
isc pm 
2.802 


Aug 7, 
1959 


Aug 14, Aug 21, 
1959 1959 


2.81% 2.80% 
par par 
2.802 2.80% 











Britain’s Gold and Dollar Reserves* 
































Aug 28, 


1959 


2.80% 
$c dis 
2.80% 









(Millions of US dollars) 
Financed by 
Net Gold Official Private 
and Dollar Special Reserves UK 
Surplus (+) Ameri- Payments Change at End Dollar 
Years and or Deficit (-) can and in of Balancest 
Quarters Credits Reserves Peri 
1946 - 908 -- +1123 + 220 2696 194 
1947 ~ 1431 —_ +3513 - 618 2079 267 
1948 ~1710 682 + 737 - 223 1856 295 
1949 ~ 1532 1196 + 116 - 168 1688 236 
1950 + 805 762 + 45 +1612 3300 257 
1951 — 988 199 ~ 176 - 965 2335 508 
1952 ~ 736 428 - 181 - 489 1846 472 
1953 + 546 307 - 181 + 672 2518 491 
1954 + 480 152 — 388 + 244 2762 428 
1955 - 575 114 - 181 - 642 2120 480 
1956 - 626 66 + 573 + 13 2133 679 
1957 - 419 26 + 533 + 140 2273 602 
wa" +1005 6 ~ 215 + 796 3069 656 
me + 173 — + 250 + 423 2273 602 
I + 496 1 — + 497 2770 690 
II + 307 5 - 6 + 306 3076 734 
III + 65 oon - 21 + 44 3120 731 
IV + 137 oa - 188 - 51 3069 656 
1959 
I + 173 nae - 103 + 70 3139 786 
April + 123 od - ii + 112 3251 ve 
May + 30 — - 162 — 132 3119 i 
June + 53 -- —_ + 53 3172 ‘i 
II + 206 ~~ - 173 + . 33 3172 es 
July + 68 ~~ - 20 + 48 3220 
August + 60 — - 32 + 28 3248 
Main Special Items Detailedt{ 
Receipts Payments 
$mn $mn 
1946-50 US and Canadian mane 4,909 1951-56 Annual service of US and 
1947-49 IMF loan . 300 Canadian loans, etc .. 181 
1948 South African loan 325 1954 EPU funding payment . 99 
1956 Sale of Trinidad oi)  .. 177 IMF repayment. . 108 § 
Sale of US Govt bonds. . 30 1957-58 —e debts pay- 
IMF loan ‘ 561 men 21 
1957 India’s IMF loan 200 1958 Service of US and Cana- 
— of interest on US dian loans, etc oo Sa 
104 1959 IMF repayment 200 
oo Bank 250 IMF subscription 162 


® Gold and convertible currency reserves from December, 1958. 

+ Source: Federal Reserve Bulletin. 

1 Special German deposits, Canadian 
monthly funding 

§ Remainder of 1947-49 





pec to EPU 
oan repaid in sterling. 


572 


uarterly pens on 1942 loan and regular 
countries excluded. 

















In New Zealand he’s a 
national institution ... 





and so are we! 
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ys. oh, -4ei A good deal of the country’s livelihood depends upon the sheep 
% = a: fe * 
sie + =s,..4 farmers of New Zealand. Between them, they sent wool and meat to 
2d p= si. the value of over £170,000,000 to overseas markets last year. With so 
‘ " . . . . > . 
ten ee aS large a share of the national income depending upon their labour, it is 
: : Ps, not remarkable that they should turn so often to us for the banking 
a! op services they require. For we, too, are a national institution—national 
lo “ 4 , ° in both name and organisation. At more than 150 branches and 
x he SSA : , y . ‘ 
. ah ees agencies in the North and South Islands we provide an expert and 
: ed comprehensive banking service for all New Zealanders and for all who 
trade or travel in the country. It is but logical, therefore, when your 
oo ae own concern is with some aspect of New Zealand’s national life, that 
you should get in touch with the National Bank of New Zealand. 
26 THE NATIONAL BANK 


Head Office: 8, Moorgate, London, E.C.2. (MONarch 8311) 
West End Branch: 14 Charles II Street, London, S.W.1. (TRAfalgar 6791) 
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Charterhouse Credit 


Company Limited 


(Formerly Noble Lowndes Finance Limited) 


MEMBERS OF THE FINANCE HOUSES ASSOCIATION 


Industrial Bankers 


Assets exceed 


£4.000.000 





17 Lowndes Street, London, S.W.1 
Tel: Belgravia 6307/8 


Administrative Offices: 
Surrey House, Scarbrook Rd., Croydon 


Telephone: Municipal 2441 (10 lines) 
BRANCHES: Birmingham, Brighton, Bristol, Croydon, Leeds, 


London, Romford, Middlesbrough, Newcastle, Nottingham 
and Dublin 
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THE STANDARD BANK OF 
SOUTH AFRICA LIMITED 





Sir Edmund Hall-Patch on Africa’s Needs 





the Annual General Meeting for the 

year 1959) of The Standard Bank of 
South Africa Limited was held on July 29 
in London, Sir Edmund Leo Hall-Patch, 
G.C.M.G., the Chairman, presiding. 

The following is an extract from his cir- 
culated statement: 

After making the necessary provisions 
the profit for the year is £1,080,864. 

An interim dividend of 1s. (5 per cent.), 
less tax, per share was paid in January last 
on 9,160,000 shares and, as was forecast 
when the offer of new shares was made, your 
directors are now able to recommend that 
a final dividend of 1s. 9.6d. (9 per cent.), 
less tax, per share be paid on the increased 
capital of 11,000,000 shares. 


T the 146th Ordinary Meeting (being 


Union of South Africa 


In the.12 months under review, the 
economy of the Union could not escape the 
effects of the world-wide recessionary trend. 
Nevertheless, commercial and _ industrial 
activity in South Africa was maintained 
comparatively well. 

Although there was a progressive slowing 
down in the tempo of expansion of economic 
activity in the Union during the year, the 
rate of decline was not as pronounced as it 
might well have been when the nature of 
the corrective monetary and fiscal measures 
which were applied is borne in mind. 

Bearing jn mind the innate resilience of 
the Union’s economy clearly demonstrated 
in the manner in which the world-wide 
recessionary trends of the past year have 
been met, it is reasonable to assume that 
South Africa will continue to maintain its 
full share in world prosperity. ‘The pros- 
pects for 1959-60 seem brighter than they 
were at the beginning of 1958, but they are 
somewhat clouded by the disturbed condi- 
tions prevailing in other parts of Africa. 


Federation of Rhodesia and Nyasaland 


When, in the early months of 1958, the 
Government of the Federation introduced 
credit restrictions to correct the large ad- 
verse balance of payments, the policy met 
with some criticism. Since all such restric- 
tions were officially relaxed in February 
this year—within one year of being intro- 
duced—there can be little doubt as to the 


success of the measures. Nothwithstanding 
the improvement in the Federal economy, 
Government financial policy is, very wisely, 
still one of caution. 

Politically, a testing time lies ahead of 
the Federation. Economically, recovery has 
so far been good. 

After reviewing conditions in East Africa, 
the statement continued: 


Prospects 


The difficulties facing the various parts 
of Africa are infinite in their variety and 
complexity. Some are common to all the 
territories in which we operate: they are 
those of societies of different racial origin 
and varying levels of cultural development 
in a period of rapid political evolution. 

These territories run the whole gamut 
from that of a fairly simple agricultural 
economy to that of a developing industrial 
society based on vast mineral resources and 
backed by a progressive agricultural com- 
munity already geared to producing for 
export. All seek a faster tempo of develop- 
ment and all require an ever larger inflow 
of capital. 

This capital inflow will not take place, 
either in the volume or with the regularity 
required, without an assurance of political 
stability. This stability may well be jeopard- 
ised if the rising fevers of racialism and 
nationalism are not reduced by wise guid- 
ance from the political leaders of all racial 
groups. It rests with them to convince 
their supporters that the prosperity of their 
country, and of all its peoples, depends on 
co-operating with other races to advance 
common interests. 

Those who look back and measure the 
enormous strides made in Africa in the last 
fifty years have little doubt that solutions 
for present difficulties will be found and 
that this progress will continue. ‘T’o pro- 
vide a solid basis for this progress greater 
emphasis will be necessary in future on 
furthering the economic, social and political 
evolution of the indigenous races. 

This Bank will make its contribution to 
this evolutionary process by continuing to 
provide efficient banking facilities in the 
years ahead to match the growing needs of 
all races. 

The report and accounts were adopted. 
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UNITED DOMINIONS TRUST 





(Bankers) 





Fourteenth Consecutive Post-War Record Year 





HE 37th annual general meeting of 
United Dominions ‘Trust Limited 
was held on August 19 in London. 

Mr. J. Gibson Jarvie (the Chairman) 
presided and, in the course of his speech, 
said: The financial year ending on June 30 
last has been the most adventurous year in 
our history. It has shown a greater accre- 
tion of strength than any other, greater 
expansion and, as a profit-earner it has been 
the most successful. It is also the four- 
teenth consecutive post-war record year. 

The Balance Sheet totals have risen in 
the year by £27,000,000 from £93,687,920 
to no less than {119,228,555 and the profit 
for the year has risen from £2,264,357 to 
£3,237,980, an increase of very nearly 
£1,000,000; and that, without including 
£219,239, the profit resulting from the sale 
of certain investments. The Credit Insur- 
ance Funds plus Credit Insurance Reserve 
amount together to £1,181,650. And the 
Rebate of Interest and Deferred Income 
Account has risen from £4,801,564 to 
£8,159,320. I think I may be forgiven for 
saying that the results are very satisfactory. 

Following the announcement of our asso- 
ciation with Barclays Bank and the British 
Linen Bank, frantic activity was engendered 
between banks and finance companies, and 
partnerships and take-overs tripped on each 
other’s heels. In consequence, competition 
in One important line of our business has 
been keener than ever. I refer, of course, 
to hire-purchase. Our figures, however, 
show that we have been able, quite success- 
fully, to meet whatever competition was 
offered. 

The year is particularly notable for the 
remarkable sequence of events, all of great 
importance to our standing, our strength 
and our prestige. 

Mr. Gibson Jarvie then outlined the 
numerous acquisitions at home and over- 
seas, and stressed that the profits disclosed 
represented only part of the additional 
Group profit which they could expect to 
arise from all their new subsidiaries in a 
full year. He added: I need not dwell on 
the prospects of the Group; and I prefer 
not to prophesy as to the future, but our 
figures and our history will tell their own 
tale. The signs at least suggest continuing 
growth. 


Need for Freer World Credit 


Commenting on the absolute necessity 
for freer world credit as a means by which 
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countries can be mutually linked, Mr. 
Gibson Jarvie said: This is a field in which 
the U.D.T. Group has played and is playing 
a not unimportant part. The U.D.T. Group 
is a notable example of free enterprise as 
the only sound economic philosophy. We 
have made history by our success in estab- 
lishing principles governing the extension 
of credit in different forms and in a variety 
of directions, but our success could have 
been infinitely greater in a free world. 


Credit now occupies a more important 
part in our daily lives, personal and business, 
than ever before and—and I emphasise 
this—so long as we strive for full employ- 
ment, so long as the Welfare State is re- 
garded by Governments as sound economic 
policy, so long as taxation remains penal, 
the use of credit must increase. 


Credit is one of man’s best assets: it 
should be used intelligently, and carefully 
exercised. In business and domestic circles 
to-day, credit is a subject which is seldom 
clearly understood and is libelled constantly. 
That serves no useful purpose and delays 
the acceptance of credit as a most important 
part of the only foundation on which 
modern progress is possible. 


Improved Conditions—But ! 


At the moment we have a Government 
which has, beyond question, improved our 
conditions and re-established our position 
in the world to a point which we had not 
touched for many years. But there are still 
evils to be removed. At the moment tax 
gathering must be one of the largest in- 
dustries in the country—one of the most 
burdensome and costly and, in its results, 
the greatest handicap of all to free enter- 
prise and to personal and commercial thrift. 
Thrift will have to be encouraged: the 
accumulation of wealth must be encouraged 
—and allowed! 


One could talk for a long time about our 
national shortcomings. Since conditions 
have improved, some indeed may say ‘“‘ Why 
not be satisfied with what you’ve got? 


There can be no perfection!’’ ‘That to my 
mind is not the point. Of course, this 
Government has done well. We, as the 


U.D.T. Group, have done well. But why 
tolerate obvious handicaps which are obvi- 
ously removable ? Why not at least seek 
near perfection when it is so palpably 
within our grasp. 

The report and accounts were adopted. 
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ISTANBUL, TURKEY 


 TURKIYE GARANTI BANKASI A. S. 





BALANCE SHEET FOR THE YEAR 1958 





Unpaid Capital 
Cash in Hand and the Central Bank 


Cash in Hand . 

Central Bank (C. ‘A. es 

Central Bank (Private Account) 
Central Bank (Quota) . 


Legal Provision 
Cash at Banks: 
Local Banks 


ASSETS 


Local 
Currency 
7.798. 670. 47 
8.523. 286, 02 
2.351.273,— 
3.102.303,34 


21.775.532,83 








Foreign Banks .. 


Bills 
Bonds . 


Current ‘Accounts 


Miscellaneous Loans. . 
Loans to Affiliated Companies 


Fixed Assets: 


*Furniture 
**Real Estate 


Foreign 
Currency 
14.355,83 
79.040,97 


93.396,80 


5.588.062,87 
29.460.318,78 





1.283.707,40 


-. 7.623.395,48 


Installation Expenses 


Other Assets .. 


Transitory Accounts . 
*Insured at T.L. , 518.651 05. 


Capital Authorized 


Reserves: 


TOTAL 


LIABILITIES 


Normal Legal Reserves cs 
Legal Reserves according to Banking Law .. 
Extraordinary Reserves ; 


Loans from other Sources 

Deposits and Current Accounts: 
Savings Account ( Law No. 7129 Art. ee 
Other Deposits . oa 


Payment Orders 


Miscellaneous Credits 


Other Liabilities 
Balance carried forward to 1959 


Transitory Accounts . . 


Endorsements 
Guarantees 


Others 


Staff Expenses. . 

Taxes and Stamp Duties 
Other Expenses 

Dividends and Commission 


Depreciation 


Miscellaneous Losses . 
Evaluation Difference of legally 
held Government Bond and 


Securities 


Bond and Securities 


Profit 


TOTAL 








**Insured at T.L. 3.755.000,— 


625.691,85 
625.691,85 
1.391.876,13 





82.069.374,82 
27.357.759,49 





44.986.205,98 





T.L. 
7.500.000,— 


21.868.929,63 


21.166.797,18 


35.048.381,65 
26.019.788,07 


247.107,— 


59.102.754,64 


175.882,41 
6.531.385,— 


8.907.102,88 
§.530.920,87 





192.274.427,64 





248.435.218,49 





T.L. 
20.000.000,— 


2.871 412, 36 





192.274.427,64 





248.435.218,49 





T.L. 
7.417.658,20 
910.103,94 


6.197.496,50 
1.225.775,85 


439.008,04 





16.190.042,53 


103.440.703,62 
100.008 .308,89 
PROFIT AND LOSS ACCOUNT FOR THE YEAR 1958 
DEBIT CREDIT 
T.L. 
4.974.924,32 Divisions and Commission 
751.689,33 Income from legally held Govern- 
2.548.887,61 ment Bond and Securities 
3.244.358,98 Fees and Commission from 
324.332,99 Banking Operations. . ; 
434.890,52 Income from our Participations 
Income from Miscellaneous 
Sources s5 vy 
54.319,79 
985.217,63 
2.871.412,36 
16.190.042,53 TOTAL 


TOTAL 
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INTERNACIONAL DEL PERU 


FOUNDED IN 1897 


20 —t My 7 $e. 27 BRANCHES 
AGENCIES = Behe ES. 20 THROUGHOUT 
IN LIMA Se Ue eee = THE COUNTRY 


CAPITAL & RESERVES ESQ Ie Mi =COMPLETE MODERN 
S/.82, 177,658.45 a? See a BANKING SERVICE 


HEAD OFFICE: LIMA- PERU 











Short Loan & Mortgage 


Company Limited 


BANKERS, DISCOUNT AND 
FISCAL AGENTS 


79 LOMBARD STREET, LONDON, E.C.3 


MANAGING DIRECTOR: N. H. WOOLLEY 





Local Authority Mortgage Loans and 
Temporary Deposits arranged. 


Investment enquiries invited from Public Companies 
and Institutions or their Agents 


Telegrams: Amortize, Stock London. Telephone: Mansion House 3321 (5 lines) 

















